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Trimble softens 
stance over Sinn 
F6in role in Ulster 
power structure 

Ulster Unionist leader David 
Trimble, on his election as first 
minister of the new Northern 
Ireland assembly, signalled a soft- 
ening towards Sirm F&n's role in 
the power-sharing admini st r ation , 
saying: “We are not saying, nor 
have we ever said, that simply 
because people have a past 
means they cant have a future." 
Page 18 

Move to shield German power 

Germany’s Social Democratic party 
Is seeking a Constitutional Court 
ki junction to block recent legisla- 
tion that tiberatised the electricity 
market and could allow involve- 
ment of foreign power companies. 
Page 2 

Europe tops up wine subsidies 

The European Commission 
approved controversial plans for an 
increase in subsidies for the Euro- 
pean Union's wine sector of mors 
than 20 per cent Page 3 

Arafat plea over Jerusalem 
Yassir Arafat, president of the Pal- 
estinian Authority, catied upon 
Arab leaders and the international 
community to stop Israel tightening 
its grip over disputed Jerusalem. 
Page 4 

Missile self-destructs over Crete 
An out-of-control high-altitude Nike 
Hercules anti-aircraft missile self- 
destructed over a Nato firing range 
as it heeded for a crowded beach 
near Chania on the island of Crete, 
the Greek air force said. 

World fleet meets code 

Eighty-seven per cent of the 
world’s passenger ships, tankers, 
and bulk carriers met yesterday's 
deadline for a new safety manage- 
ment code. The International Mari- 
time Organisation said the rest, 
about 1,660 ships, wifi comply - 
under pressure from port authori- 
ties and customers. Page 9 

WTO asked to probe export aid 
The European Union formally 
asked the Wortd Trade Organisa- 
tion to investigate US subskfies by 
way of tax exemptions for exports 
moved through offshore ^foreign • 
sales corporations. Page 9 

UK may Hft beef-bone ban 

Britain's controversial ban against 
beef on the bone could be lifted 
next March, said agriculture minis- 
ter Jack Cunningham, because by 
then no cattte entering the food 
chain should have been exposed 
to feed infected by BSE 

Australia election throat defused 

Australia's prime minister John 
Howard negotiated a compromise 
with opponents over aboriginal 
land rights legislation, ending the 
threat of an election. Page 6 

Cfinton environment ptea 

US President BUI Clinton is due to 
wrap up his China tour today with 
a message calling for environmen- 
tally minded growth. Page 6 

Brazil unemployment hfls &2%. 
Bfazll's unemployment rate, 
cflmbed to 8^ per cent in May 
from 754 per cent a month earlier. 
The May jobless rate was toe high- 
est since 1964. Page 7 

UK to tighten defence exports 

New British government proposals 
can-tor Increased scrutiny erf 
defence export controls. Page 10 

Mfeb doses on ’SpUenaatt’ • 

Ppfibe in Florida believe they have . 

caught the ’iBpkfemten’’ thief who 

scaled high-rise buildings to more 
than 100 burglaries Involving $6m 
worth of goods. 


BUSINESS NEWS 


Groupama pays 
$2.9bit for French 
state’s controlling 
stake in GAN 

Trie French government sold it s 
controlling stake In GAN, the trou- 
bled state-held Insurer, to mutual ist 
Groupama In a FFrt7.25bn 
($2.9bn) deal which creates the 
second-largest insurer In the coun- 
try. Page 19; Lex; Page 18 

Volvo, Swedish car group, saw its 
shares rise 8.4 par cent after 
admitting tafts with Volkswagen of 
Germany over possible collabora- 
tion. Page 19; Lex, Page 18 

Virgin Group of the UK Is set to 
appoint two US investment banks 
to advise it on the pubfic offering 
of Virgin Atlantic, its long-haul air- 
line. Page 19 

UBS, Europe's biggest bank, saw 
its shares jump 5 per cent after it 
sold Banca Svizzera Italians (BSi), 
a Swiss private bank, to Assicuraz- 
ioni Generali, Italian insurer, for 
SFrf.92bn j$1-27b n). Page 22 

Dresdner Kteumoft Benson, 

German Investment bank, has 
bought a two-thirds Interest to 
Albertini, one of Italy’s leading 
stockbrokers. Page 24 

BBfiton, UK-listed mining and 
metals group, said a recent profits 
forecast would tie “comfortably 
exceeded", prompting a rise In its. 
share price. Page 19 

World stock markets moved ahead 
strongly on hopes that the Japa- 
nese government was finally com- 
mitted to taking action to boost its 
ailing economy and banking sys- 
tem. Page 18; Asia’s ripple effect. 
Page 17; Cwrendes, Page 31; 
World stocks. Page 42 

Federal Reserve. poficymakeis left 
interest rates unchanged amid new 
evidence of a sharp slowdown in 
US economic growth over the last 
few months. Page 8 . 

Iran said It welcomed US 
participation in the development of 
.Its oil and gas Industry, but would 
not reserve any projects far US 
companies in anticipation of a lift- 
ing of the US ban on Investment to 
the country. Page 9. . - 

Star Banc, based in Cfnctnnati. and 
Firstar, from Mlwsukea, plan to; 
combine in a deal valued at 
S6.8bn.Page 20 

Me r ri ll Lynch Japan Securities, the 
US broker's new Japan unit, 
opened the first of a planned chato 
of 33 branches in Japan. Page 6 

SumRnmo Tnist, Japan’s second . ' 
largest trust bank, said there was a 
“very high probabiBty” that a pro- ■ 
posed merger with the troubled • . 
Long-Term Credit Bank of Japan T 
would proceed. Page 19 

Sony Japanese electronics giant,' 

Is to form an insurance operation " 
focusing Initially on discounted car 
insurance policies. Page 23 

Stem Cement, Thailand’s biggest 
manufacturing conglomerate, has tojt; 
warned ft may delay repayments of ■ 
principal on Its foreign debt If the 
economy deteriorates much fur- 
ther. Pa0e 23 


Austria pledges EU tax drive 


By IScttae* Sntftfa In Vfama 

Austria launched its presidency 
of the European Union yesterday 
by promising to push for harmon- 
isation. of member countries’ tax 
policies. 

Austria also insisted it would 
do all it could to make progress 
in negotiations with the 11 coun- 
tries that have applied for EU 
membership. 

At a series of celebratory 
events to mark the start of the 
country's six-month presidency, ‘ 
Viktor Klima, chancellor, said 
Austria's priorities also included 
completing preparations for the 
start of European economic and 
monetary union next year and 
pursuing a drive to create jobs. 

The push for tax harmonisa- 
tion Is likely to be controversial. 
The UK has already threatened 
to block proposals fix: an ED- wide 
tax on incomes from savings and 
investments, and other countries 
are sceptical about an energy tax. 


RwprkJdtefofteAiKtiianpreadcncy 

9 H at montebifl savings and energy axes. 

0 Reform of the Common Agricultural Policy and of structural aid programmes lor BJ 
regions: preparing way for a Bely deal between member states next year. 

0 Job creator: the firct evaluation of national employment programmes wifi be 
undertaken at the Vienna heads of gwemment summit in December. 

0 Economic and monetary union: condusfcn of preparations tor the Angle European 
currency. 

0 Entargane nl rt the BJ Mn central and eastern Europe: late began in Math but 
wfi tala years to complete. 


a suggestion of the European 
Commission, the ETTs executive. 

Austria, however, is keen to 
take advantage of the momentum 
for greater economic co-operation 
created by the imminent launch 
of Emu. "The single currency 
wifi speed the need for tax har- 
monisation," said Rudolf Edhn- 
ger, finance minister. "As a presi- 
dency we can give new life to 
thifi issue." 

Austria will this month host a 
two-day conference of tax offi- 
cials from the IS EU member 


countries. It wants member 
states to consider co-ordination 
on savings, energy and corpora- 
tion taxes. 

Mr KHma said tax harmonisa- 
tion was not about equal rates of 
tax, "but we can talk- about mini- 
mum levels and about harmoni- 
sation of rules". 

A minimum level of taxes on 
savings would, for example, pro- 
vide "additional strength" for 
efforts to reduce taxes on labour 
- a declared EU aim as part of 
the drive to create employment. 


Mr Klima suggested there was 

also a case for EU-wide "ecologi- 
cal taxes". A tax on airline fuel 
"makes no sense at a national 
level", since airlines can buy 
their fuel anywhere in Europe. 

On EU enlargement. Mr Klima 
is aware of concerns in Austria 
that jobs will be taken by (be 
applicant countries surrounding 
it unless there are safeguards. 

Ministers believe about 5m 
people in the EU-applicam coun- 
tries are within commuting dis- 
tance of Austria. It is seeking 
transitional periods during which 
new members would not enjoy 
the full benefits of membership, 
including free movement of 
workers within the union. 

"We need enlargement but we 
need to talk about transition peri- 
ods. We have to protect markets 
from external shocks." said Mr 

Klima. 


Early start to tofts, Page 2 
Editorial Comment, Page 17 


Pakistani barters welcomed the 
decision by Nawaz Sharif, the 
prime minister, to Bft restrictions on 
Pakistan's foreign currency bank 
accounts. Page 6 
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US Jewish 
leaders urge 
sanctions 
over Swiss 
‘Nazi gold’ 

By John Authors in Hew York 


Q u nhdjpa^e Chtne*e pre si de nt Jtong Zmto'wes turroundedjTy of&jWs during e visit to Hong Kong, which is celebratory the first anrihemry of its 
retxvn^fChina. He pledged not to devalue the renminbi: ’Chino vnjoys a surplus in Its bolwice of payments and wfH not devalue Its currency* Page 6 Reuters 


Boeing says production crisis is over 


By Mcftael Skaptokw in London 


Boeing, the world’s largest' 
aircraft maker, said yesterday 
the production crisis which led to 
its assembly lines being halted 
for a month last year was. largely 
over, although the Asian 
economic crisis continued to 
cause concern. 

Aircraft output and deliveries 
rose sharply to the second quar-. 
tec and the group said it was on 
track to deliver 550 aircraft this 
year, compared with 375 in 1997. 

The announcement appears to 
mark the aid of an embarrassfcig 
and expensive episode- In 


Boeing's history, when the com- 
pany's production systems -failed 
to keep up with a steep increase 
in aircraft orders. Boeing had to 
make provisions of SLBbn last 
year to take account of the diffi- 
culties, helping to push the group 
into a net annual loss of KL7&n - 
its first In 50 years. 

Ran Woodard, bead of Boeing’s 
commercial aircraft division, 6aid 
the recovery plan put in place 
last November had largely 
achieved its aim and the backlog 
of aircraft assembly work had 
fallen sharply. Boeing built 148 
aircraft in the second. quarter of 
this year, compared with 114 in 


the first quarter. The group deliv- 
ered 139 aircraft in the second 
quarter (108 in the first). 

However, the number of air- 
craft in storage rose to 19 in the 
second quarter from 13 in the 
first and only eight at the end of 
last year. Mr Woodard said many 
of the stored aircraft were being 
held for Asian carriers, which 
had requested delays in delivery. 
Only Philippine Airlines, which 
has said it wants to reduce its 
fleet from 64 to 14, had cancelled 
its order and Boeing was confi- 
dent it would be able to sell these 
to other carriers. Mr Woodard 
warned, however "If the situa- 


tion in Asia continues to worsen, 
we can expect a farther softening 
in demand." In early Wall Street 
trading. Boeing shares were $17, 
up at $4Gft. 

Boeing also indicated it would 
not get into a bidding war with 
Airbus Industrie, the European 
consortium, in the battle to 
supply short-haul jets to British 
Airways, a long-term Boeing cus- 
tomer. An order far about 30 air- 
craft will be followed by an one 
for a further 70. BA said it would 
not make a decision until the end 
of July or early August. 

Horferep’s steady progress, Page 20 


Jewish community leaders in the 
US yesterday urged state treasur- 
ers to ignore the State Depart- 
ment’s opposition to sanctions cm 
Swiss banks over "Nazi gold”. 

Their call came as a meeting to 
New York, arranged by public 
officials, aimed to decide what 
action to take aver the accounts 
of Holocaust survivors left dor- 
mant after the second world war. 

Speaking at the meeting, the 
treasurers of Pennsylvania and 
California said they were ready 
to impose boycotts on UBS and 
Credit Suisse following the 
banks* failure to negotiate a 
settlement to the US lawsuits 
against them on behalf of Holo- 
caust survivors. 

Their decision was expected 
late yesterday, after they had 
heard from the banks. 

Edgar Bronfman, president of 
the World Jewish Congress, who 
started the campaign against the 
Swiss banks, and who persuaded 
treasurers to postpone sanctions 
at the end of last year, told than: 
"I must tell you that the opinion 
of the State Department must be 
seen as irrelevant. Simply put. 
It's against sanctions at any cost 
They believe they must have 
good relations with all countries. 
We believe to good behaviour to 
all countries.” 

Stuart Eizenstat, the US under- 
secretary of state who arranged 
the talks aimed at settling the 
legal action against the hanks, 
repeated his strong opposition to 
sanctions, saying they could 
endanger the op enness of the US 
financial markets. 

However, the state treasurers 
made dear that they were pre- 
pared to take action, which 
might include boycotting the 
banks from pension fund man- 
agement or bond underwriting: 
Barbara Hafer. Pennsylvania's 
state treasurer, said; "We are 
ready to do whatever is neces- 
sary to bring this to the kind of 
conclusion we feel necessary.” 

The negotiations culminated in 
last week's rejection by the 
World Jewish Congress of a pub- 
lic offer of $ 600 m in settlements 
by the banks, which would be in 
addition to the money found in 
dormant accounts by the group 
of accountants led by Paul 
Volcker, former chairman of the 
US Federal Reserve. 


Brussels decides 
against ban on 
Chemicals in toys 


By Samar fefondar in tassels 


The . European.- . Commission 
yesterday backed away firom 
imposing a 'Europe-wide ban an 
phtTwiates — potentially danger- 
ous' chemicals contained to chil- 
dren's toys- - angering environ- 
mental' groups, which accrued it 
of bowing to .pressure from the 
chemicals industry. 


irvtrfpad, the .commission urged 
fiU •governments to carry out 
their own studies : cm tbe chemi- 
cals told “take measures to 
ensure a bjglitieveJ of children’s 
health .protection"’.- 
Emma Bonino, the European 


fnrrtmigrf oner in charge of con- 

staher policy and- public he a l t h , ..... 

hair pul forward a proposal to . tives used in large quantities (up 


Industrial lobby is," said Axel 
Singhafen, of Greenpeace Inter- 
national .in Brussels. "No action 
is going to be token until there 
are corpses oh’ the table. Hie’ 
commission is politically bank- 
rupt in terms of consumer pro- 
tection.” 

-Earlier this week, Greenpeace 
activists occupied a Rotterdam- 
based plant of the US . chemical 
group Exxon, disrupting for 24 
hours the distribution of pfcthal- 
ates. The action was described as 
“irresponsible scaremongering” 
by the European Council. for Plas- 
ticiaers and Intermediates., an 
industry trade association that 1 
-welcomed the EU decision. - 
- Pbihalates are chemical addi- 


ban, arid remove from shops, 
objects contotnlng phthalates and 
Hocrgnwri to be put in the mou t h , 
such as teething rings. 

But other commissioners 
feared a ban on the sale of such 
objects might be successfully 

challenged. 

•The recommendation agreed 
yesterday is not legally binding 
for .member states. It was wel- 
comed by assocfetfoiw represent- 
ing the chemical 'and toy indus- 
tries but. not by environmental 
activists and consumer protec- 
tion groups,- which had been 
seeking a to tal bam ■’ 


to 50 per cent of the content) to 
soften PVC. Tests on animals 
have shown that some are toxic 
and carcinogenic. Industry pres- 
sure groups argue the test results 
-are -irrelevant to humans. 

The commission yesterday said 
it was awaiting the results, due 
in late August, of tests by Dutch 
scientists conducting the first 
study of the migration of p h th al- 
aies from PVC to the human 
body. Tor the time being, we 
cannot; take harmonised mea- 
sures [to tile EU level!" said an 
official. Spain and Denmark, 
which requested EU action, have 


i-r>* 3-S £ ? > ■♦■?.£ I * k 1L-£ 


^ m. #® 

- V, • V *?• t*. *»J & X M. .W 






; ;? i: r ^ ^ •• h - 8 

vj‘53' 


7 ■ -S3 & i 'U. 


w- 


i ii & % -k;i> t i § & 


. 1 


s# -Ii g 


"Tins shows how powerful the banned some products. 


CONTENTS 


; ; . WorM News 2-9 UK News 10 
■ . - Features 12 Comment & Analysts 16,17 
Companies & Finance 1 9-25 World Stock Markets 36-42 


fid cprAnls and lac tack page 



tor 




1 

fr . ’ -v y- ■ • r:- ife- WJ* -r :*• "•* 

jwyjjwMwatwW” Mwi w i 


tv .y ' ' • . . ’*« 


t 








FINANCIAL TIMES THURSDAY JULY 2 1998 


H 


WORLDmNEWS 


p 
D 
t; 

« 

s 

o 

p 

y 

Lj 

d 


a 

c 

ft 

a 

ji 


tl 

ib 

w 

r 

c. 

e 

ni y 
o 


rf 

■ 

i 

E 

? 

P 

a> 

sir 

a 

ir 

In 

tt 

tt 

w 

C 


EUROPE 


Kiriyenko gains support in parliament 


By John Thornhill in Moscow 

Russia's government made 
some progress yesterday in 
its attempts to overcame its 
financial crisis when parlia- 
mentary leaders said they 
would back some of tbe 
main principles of its auster- 
ity programme but would 
haggle over tbe details. 

In a forceful speech to par- 
liament. Sergei Kiriyenko, 
the prime minister, urged 
MPs to pass a package of 
laws designed to put public 
finances on a firmer footing 


and secure an additional 
support loan from the Inter- 
national Monetary Fund. 
The government is pressing 
parliament to adopt some 20 
laws before- its summer 
recess on July 16. 

He said Russia must 
restructure its fiscal regime 
and shift the tax burden 
from production to consump- 
tion. Corporate profits taxes 
would therefore be cut and a 
single value-added tax rate 
would apply to all eligible 
goods. 

Tbe government also 


Intended to terminate unfa- 
vourable tax agreements 
with offshore havens, such 
as Cyprus, strengthen state 
control over the alcohol mar- 
ket. increase land taxes, and 
bring those In the ‘’grey" 
economy into the tax 
net. 

Mr Kiriyenko he laid bare 
the stark arithmetic behind 
the government's cashflow 
crisis, saying the state 
needed to redeem Rbs3785bn 
($61bn> of short-term trea- 
sury bills this year. 

“In other words, we must 


make payments at tbe rate 
of RbsSlbn to Rbs32bn a 
month, or 50 per cent more 
than we collect in taxes each 
month,'* be said. 

Gennady Zyuganov, the 
Communist party leader, 
said: “We will support the 
package of laws which eases 
the tax burden and develops 
our industry." But be added 
bis faction would oppose 
some specific tax measures. 

Russia's financial markets 
reacted cautiously to the 
parliamentary debate and 
tbe government cancelled a 


planned domestic debt auc- 
tion because of a lack of 
demand. 

Aligns to Lopez- C la ros. 

chief Russia economist at 
Lehman Brothers, the US 
stockbrokers, said he 
thought the IMF would step 
in to support the reform pro- 
gramme. 

“Tbe Russian government 
is implementing a very tight 
fiscal policy and it has 
responded at various points 
during the crisis in a deci- 
sive and Impressive way." 
said Mr Lopez-Claros, who 


Italian 
surplus 
less than 
expected 

By Janies Blitz In Rome 


The Dalian treasury 
surprised financial markets 
last night by announcing 
that Italy's state sector bud- 
get surplus for June had 
come in considerably lower 
than expected at about 
Lia.OOObn f$l0bn). 

The treasury was predict- 
ing in the middle of last 
week that the June surplus 
would be higher, in tbe 
region of L25.000bn. But min- 
isters failed to take account 
of a recent decision by the 
finance ministry, responsible 
for revenue collection, to 
defer the deadline for pay- 
ment of a new tax. 

The sharply lower surplus 
may be of concern to eco- 
nomic analysts, since Italy’s 
budget deficit for the first 
six months of 1998 is well 
above the comparable 
amount for 1997. 

The June surplus means 
Italy has a total deficit over 
the first six months of this 
year of around L48,000bn. 
This compares to a deficit of 
L25,500bn over the first six 
months of 1997. 

Carlo Azeglio Ciampi. trea- 
sury minister, said last night 
that be was confident Italy 
was on course to reach its 
budget deficit target of 2.6 
per cent of gross domestic 
product for 1998. But eco 
nomic analysts believe it 
may not be clear until the 
very end of the year whether 
the target is achievable. 

Finance ministry officials 
say the surprise shortfall in 
tbe June surplus has been 
caused by technical factors 
and is a result of a last- 
minute decision to delay 
payments of IRAP, a new 
regional tax. 

"Receipts for IRAP look 
like they are still on target, 
although the treasury was 
clearly unaware of changes 
we have recently made to 
the timing of its collection." 
a finance ministry official 
said. 

The IRAP tax, applied to 
all companies and the 
self-employed, replaces a 
health service contribution 
originally levied on all work- 
ers. Because IRAP payments 
were due in by June 15. the 
treasury was last week 
expecting a big budgetary 
surplus in June. 

However, the treasury 
became aware only this 
week that the finance minis- 
try had delayed the deadline 
for IRAP payments, amid 
public concern that the over- 
all burden of the new tax 
was heavy. 

Payment of the tax may 
now be delayed until July 15. 
with only a small penalty 
charge. Moreover, by that 
date, contributors need have 
paid only one-sixth of the 
total contribution, paying an 
additional one-sixth in each 
of the five months up to 
November 15. 


NEW EU PRESIDENCY APPLICANTS ASKED TO PREPARE NEGOTIATING POSITIONS 


Austria aims to speed 
talks on enlargement 


By Christopher Bobinski 
in Warsaw and Stefan Wagstyf 
in London 

Austria, which yesterday 
took over the European 
Union's presidency, is to 
push for an early start to 
substantive negotiations on 
membership for Cyprus and 
five central and eastern 
European countries. 

Austria has invited the six 
nations to prepare their 
negotiating positions by mid- 
September on points which 
emerged since preliminary 
talks started in April on 
screening”, or examining 
EU rules. 

Austria wants current EU 
members to prepare their 
responses and establish com- 
mon positions before its 
presidency ends in Decem- 
ber. However, it will face a 
formidable challenge in sec- 
uring the agreement of mem- 
bers which have reserva- 
tions about early eastward 
enlargement - including 
Spain, Portugal and Greece. 
These countries fear they 
may lose if EU aid is spread 
among more countries. 
Austria is also worried 


that enlargement should not 
be rushed. In particular, it 
wants a long transition 
before full labour mobility is 
extended to eastern Europe. 

However, it says early 
negotiations will give maxi- 
mum time for the EU and 
the applicants to prepare for 
accession. As a central Euro- 
pean state, it is also keen to 
be seen as a supporter of tbe 
bids of its neighbours. 

The applicant countries - 
the Czech Republic, Estonia 
Hungary, Poland and Slo- 
venia as well as Cyprus - 
are pressing for an early 
start to negotiations. 

They fear victory by the 
opposition Social Democrats 
in Germany in elections this 
autumn would reduce the 
pressure inside the EU for 
enlargement much of which 
has hitherto come from 
Chancellor Helmut Kohl 

Poland, the Czech Repub- 
lic and Hungary have 
already agreed to put in 
their positions to Austria at 
the same time. The other 
three applicants are to be 
formally asked to do the 
same at a meeting of chief 
negotiators of the six in 


Ljubljana, Slovenia's capital, 
on July 13. 

According to the ElTs cur- 
rent timetable, substantive 
negotiations are not due to 
start until mid-1999. at the 
end of the screening process, 
which involves examining 
bow individual national laws 
diverge from EU rules. How- 
ever, the applicants wish to 
start negotiations in the 
areas which have already 
been screened, even as other 
screening continues. 

Screening, which involves 
examining 31 chapters or 
80.000 pages of rules, has so 
for covered tbe least contro- 
versial fields of science and 
research, telecommunica- 
tions and Information tech- 
nologies, education, culture 
and audio visual policy. 

Meanwhile Jan Kula- 
kowski, Poland's chief nego- 
tiator. travels next week to 
Germany, where he will 
stress that hi9 country 
wants to keep to a minimum 
transition periods in sensi- 
tive fields such as free move- 
ment of labour or fanning 
goods after membership. 

Mr Kulakowski says 
Poland will be negotiating 



Chancellor KBma (right] and foreign minist er Wolfgang SchOssat 
under the eye of Emperor Franz Joseph yesterday Reuters 


with Brussels on the basis of 
the broad acceptance of the 
ElTs four freedoms of move- 
ment for goods, capital, ser- 
vices and people. 


Some German politicians 
fear that unemployment 
could rise if frontiers are 
opened and Poles move in to 
work for lower wages. 


Poland facing more EU SPD challenges 


pressure over steel 


electricity law 


By Lionel Barber in Brussels 

The European Commission 
gave a broad welcome yes- 
terday to Poland’s steel 
industry restructuring plan, 
but signalled that it intended 
to press the Warsaw authori- 
ties on privatisation. 

Tbe Commission said it 
was concerned about the 
absence of detail on privatis- 
ing Poland's two largest 
steel mills, Huta Katowice 
and Huta Sendzimira. which 
account for 60 per cent of the 
industry. It also served 
notice that it was watching 
state aid payments, a key 
issue now that negotiations 
on EU membership are 
under way with Poland. 

The Polish government 
submitted its restructuring 
plan on schedule this week 
as a first step towards 
resolving a dispute which 
blew up when Poland 
refused to cut import tariffs 
as promised in its 1991 asso- 
ciation treaty with the EU. 
Poland cut Import tariffs 
yesterday from 6 to 4 per 
cent, pledging to reduce 
them to 3 per cent from Jan- 
uary 1, 1999 and phase them 
out by January 1, 2000. 

According to Polish offi- 


cials. the plan also envisages 
that crude steel manufactur- 
ing capacity will stay at 
13.4m tonnes while plant is 
modernised to cover rapidly 
growing demand for steel 
plates from motor and white 
goods makers and the con- 
struction sector. 

The timetable for phasing 
out tariffs stiD amounts to a 
violation of the association 
treaty, but Brussels officials 
said yesterday the Commis- 
sion was taking a realistic 
line on the restructuring of 
Poland's huge steel industry. 

Over tbe next few months, 
details of the plan will be 
hammered out with a view 
to reaching a common posi- 
tion at the EU-Poland associ- 
ation council meeting in 
November. The Commission 
is due to deliver its Qrst 
assessment of Poland's prog- 
ress towards meeting tbe cri- 
teria for EU membership at 
an EU summit in Vienna in 
December. 

Other reports will cover 
the progress of Cyprus and 
fite four other central and 
eastern European countries 
which are Involved in mem- 
bership negotiations - the 
Czech Republic. Estonia, 
Hungary and Slovenia 


The Commission will also 
assess whether any of the 
five other candidates - Bul- 
garia, Latvia. Lithuania. 
Romania and Slovakia - are 
ready to join tbe advance 
guard. 

• Poland's Solidarity-led 
ruling coalition yesterday 
voted to cut the number of 
provinces from 49 to 15. defy- 
ing President Aleksander 
Kwasniewski, who had 
argued for a less steep reduc- 
tion. Christopher Bobinski 
reports from Warsaw. 

The vote came after dissi- 
dents in the governing coali- 
tion and tbe former commu- 
nist opposition forced tbe 
government to abandon its 
original plan to establish 12 
provinces. Mr Kwasniewski 
wants the establishment of 
17 provinces. 

The Solidarity coalition 
does not have the three- 
fifths majority In the lower 
chamber of parliament 
needed to overrule a presi- 
dential veto. It will either 
have to abandon the reform, 
which is a central plank of 
its election programme, or 
seek an accommodation with 
Ur Kwasniewski on the 
number of provinces he is 
ready to accept. 


By Peter Norman to Bonn 

Germany's opposition Social 
Democratic party is seeking 
an injunction from tbe Con- 
stitutional Court in Karls- 
ruhe to block a new law 
which has liberalised the 
nation's electricity market 
since the end of April. 

The SPD parliamentary 
group in Bonn and the SPD- 
led state governments of 
Saarland. Hamburg and 
Hesse said they want to pre- 
vent “irreparable and 
wrong" changes of structure 
and ownership in tbe elec- 
tricity market that would be 
impossible to reverse. These 
could include the involve- 
ment of foreign power com- 
panies in Germany. 

Volker Jung, SPD energy 
spokesman in the Bundes- 
tag, the lower house of par- 
liament, said yesterday that 
the law was unconstitutional 
because it was passed with- 
out the approval of the 
Bundesrat. tbe second cham- 
ber representing the states, 
ft also deprived towns and 
local authorities of control 
over rights of way and 
would weaken their 
finances. 

A 42-page document for 


submission to the court 
underlined SPD concerns 
that foreign companies could 
make big gains from electric- 
ity liberalisation. 

“Foreign market partici- 
pants are already pushing 
rapidly into the German 
market," it said, listing six 
electricity brokers and pro- 
ducers from Norway. Den- 
mark. Finland, Sweden and 
the US that have already set 
up German subsidiaries. 

The German law imple- 
mented a European Union 
single market directive by 
opening electricity and gas 
markets to all consumers. It 
won praise last week from 
the International Energy 
Agency because it promises 
“to lead to a decrease in 
prices, the phasing out of 
cross subsidies and the cre- 
ation of a level playing field 
for all energies". 

However, the SPD com- 
plaint argued that liberalisa- 
tion would lead to a concen- 
tration of companies similar 
to that in the UK energy 
market It also warned that 
the law would erode local 
authority influence and 
endanger tbe development of 
environmentally-friendly 
renewable energy. 


news digest 

SUBSIDY RULING 


formerly headed the IMF's 
Moscow office. “There is no 
question the fond is dealing 
with a serums government. I 
think the question is 

whether the Fund has the 
money to support tbe gov- 
ernment at this point.” 

In an interview with a Ger- 
man newspaper published 
yesterday , Michel Cam- 
dessus, IMF m a n a gin g direc- 
tor. said the Fund would 
need fresh capital if it were 
to meet the Russian govern- 
ment’s request for a SlObn- 
S15bn loan. 


SPANISH POLITICS SOCIALISTS QUIT REGIONAL GOVERNMENT 
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Row over talks splits Basque cabinet 


By DavM White In Madrid 

After months of rising 
tensions between Spain's 
main parties and the domi- 
nant political establishment 
in the self-governing Basque 
region, something bad to 
break. 

It did so on Tuesday, when 
the Socialists polled out of 
the regional government led 
by the Basque Nationalist 
Party fPNV). The three 
Socialists in the 12-member 
government in Vitoria and 
dozens of senior officials will 
now clear their offices - 
although they could be back 
in a few months. Elections in 
the region are due on Octo- 
ber 25, and the conflict con- 
tains a large measure of pre- 
electorai manoeuvring: 

Tbe quarrel arose over the 
PNV’s dealings with the 
extremist faction linked to 
Eta. the armed separatist 
organisation, which have 
also caused mounting fric- 
tion with the ruling conser- 
vative Popular party (PP) in 


Madrid. The PP has counted 
on the PNV as one of the 
regional allies guaranteeing 
it a majority in parliament 

Efforts by Jos£ Antonio 
Ardanza, the outgoing 
regional president, to open 
the way for talks with Eta's 
political wing. Herri Bata- 
suna. failed dismally in a 
meeting of the region's other 
parties three months ago. 

The PP win not even con- 
sider talks as long as Eta 
continues its attacks. The 
Socialists, convinced that 
Eta wffi not simply be elimi- 
nated and that any peace 
solution will eventually be 
settled around a table, were 
more sympathetic to Mr 
Ardanza's proposals. But. 
wary of the political capital 
the PP might make out of its 
stand, they backed away. 

Eta has Increased tensions 
by pursuing its campaign, 
targeting local PP politi- 
cians. A bomb last week In 
Renteria, near San Sebas- 
tian. brought to six the num- 
ber of PP town councillors 


killed since last summer. 

The specific cause of tbe 
Socialists’ anger with tbe 
PNV was a protocol question 
in tbe Basque assembly. Tbe 
PNV and the smaller coali- 
tion partner, Busko Alkarta- 
suua, voted together with 
Herri Batasuna against a 
rule which would have 
obliged elected members to 
acknowledge tbe Spanish 
constitution. 

The 1978 constitution laid 
the basis of devolution, rec- 
ognising tbe right to auton- 
omy of Spain's various 
“nationalities and regions" 
but at the same time 
enshrining the “Indissoluble 
unity of the Spanish nation". 
The PNV abstained on it at 
the time and does not regard 
it as sacrosanct. 

Tbe vote on the swear- 
ing-in rule - in which the 
nationalist parties were able 
to muster a majority - came 
amid recent signs Of rap- 
prochement between tbe 
PNV and Herri Batasuna. 
The PNV, which has argued 
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for keeping lines of commu- 
nication open, is now evi- 
dently having misgivings. 

Xabier Arzalluz, its Wily 
ex-Jesuit leader, questioned 
whether it was worth pursu- 
ing a policy carrying such 
high political costs. The 
PNV clearly thought the 
Socialists woe bluffing with 
their threat to quit 

The clash opens an elec- 
toral battle in which the PP 


is challenging the Socialists, 
who have been in the 
Basque government since 
1987. for second place behind 
the PNV. The outcome will 
determine tbe shape of a 
future coalition. 

Nlcol&s Redondo, tbe 
Basque Socialist leader, 
opposes any move towards 
creating political “fronts" 
which would pit nationalists 
on one side against non-na- 
tionalists on the other, 

Mr Ardanza has also set 
store by the coalition 
arrangement resting on two 
main pillars of Basque opin- 
ion. He has already voiced 
worries about tbe disrepute 
into which, the region's 
mainstream parties risk foil- 
ing by their inability to 
agree on their approach to 
political violence. 

To the extent that the lat- 
est split demonstrates the 
negative impact that tbe 
armed conflict makes on 
legitimate Basque politics. It 
can be seen as a source of 
encouragement for Eta. 


Spanish car industry aid 
was illegal, Brussels says 

The European Commission yesterday declared Vagal foods !. 
handed out by the Spanish government to the pubfc sector in 
1995 and 1996 to buy vefodes. 

“A system of interest rata subsidies granted by the Spanish 
authorities for the purchase of tames, industrial vetvefes, 
coaches and buses distorts competition’ in foe EU, tbs Com- 
mission said. 

The Spanish government has two months to ten the Com- 
mission how It plans to recover the money paid out on com-, 
mere tel vehicles as part of the so-called Plan Renews indus- 
trial, which ran from August 1995 to December 1996. During 
that period, the state paid out Ecu43.4m (S53m) to pub Sc 
sector organisations. 

The Commission opened an Inquiry Into Spanish state aid 
for transport in 1996. At the time, Spain argued that the 
money was spent on replacing old vehicles with safer, more 
envrron m ent-frfencPy ones. 

The Commission allowed an exemption for bucks under 3.5 
tonnes and tor afl public services. Involving vehicles such as 
school buses, ambulances and garbage trucks. AP, Brussels 

GERMAN COURT DECISION 

Prisoners must be paid more 

Germany’s supreme court ruled yesterday that prisoners to 
German faffs should be paid higher wages for the work they - 
da 

The Federal Constitutional Court said prison wages should 
be increased by 2001 at the latest, as the lowest wage of 
DM1.70 (95 US cents) an hour was anti-constitutional and an 
obstacle to prisoners reintegrating into society. 

“An average monthly wage of OM20G cannot convince a 
prisoner that his work is paying off," the court said. 

The German govammwrt welcomed the decision and said k 
would work in conjunction with federal authorities to create a 
new wage structure. 

A spokesman for the justice ministry in the state at Saxony 
said the reorganisation of state coffers to provide extra wages 
could actually relieve the burden of payments in other arses. 

If prisoners were able to pay for the maintenance of their fam- 
ilies through their own wages, then savings could be made on 
welfare payments, he said. Reuters, Karlsruhe 

GOVERNMENT APPROVAL __ 

Roussely to head EdF 

The French government yesterday approved the appointment 
of Francois Roussely. a senior cm! servant, to prepare EdF, 
France's state electricity utility, for the Europe-wide fiberafoa- 
tion of the electricity market next year. 

Mr Roussely, 53. comes from running the defence mins- 
ter's office. He will take over EdF after the government last 
month forced the resignations of both the chairman and chief 
executive, to end months of squabbles provoked by differ- 
ences over policy and foe style of management. 

The government yesterday made it dear Mr Roussely was 
expected to move quickly to iron out the problems created by 
the paralysing management confrontation. 

The appointment has been criticised for appearing a contin- 
uation of the French policy of placing technocrats without 
direct commercial experience to run enterprises at a time 
when they need to be managed as businesses. 

However, EdF has long been riosety linked to government 
and its cash pile has been frequently raided in budget emer- 
gencies. The links between France's big civil nuclear genera- 
tion capacity and the country's continued independent 
nuclear deterrent also ensure that the government retains a 
strong hand on EdF. Robert Graham, Paris 


KOSOVO FIGHTING 


Serbs recapture coal mine 

Serbian security forces have recaptured an important coal 
mine close to Pristina, the provincial capital of Kosovo, offi- 
cials said yesterday. They took foreign reporters on a tour of 
a nearby village to prove that ethnic Albanian separatists had 
been driven out 

Officials said the Betacevac open-cast mine was back to 
production and supplying coal to two large power stations at 
ObiBc on the western edge of Pristina. They said the Serbian 
side had suffered no casualties in the operation but had no 
information on how many Albanians had been fritted. 

Serbia's official media reported that the government’s next 
abjective was to break through territory controlled by foe sep- 
aratist Kosovo Liberation Army (KLA) to reach the village of 
Kflevo, 40km west of Pristina, where about 100 Serb families 
and a police garrison have been cut off for foe past two 
weeks. Guy Din more, Belgrade 


NON-CASH PAYMENTS 


Brussels seeks fraud laws 

The European Commission caBed on EU member states yes- 
terday to enact legislation making fraud linked to non-cash 
payments a punishable criminal offence. 

Non-cash payments include traveller’s cheques, credit and 
debit cards, but also increasingly home banking and phone 
transactions, as well as transactions done on the Internet 

The banking Industry welcomed foe initiative by Anita Gre- 
din, Mario Monti and Yves-ThibauR de SRguy, the commis- 
sioners fa- anti-fraud measures, financial services and finan- 
cial affairs. 

“This w SI reduce fraud substantially,’ said Pascals Brien. 
senior manager of legal affairs at Europay International, repre- 
senting Issuers of non-cash means of payment “Depending 
on foe countries, national legislation on non-cash payments is 
lagging behind legislation on cash. It is in everybody's interest 
to update the legislation." The Commission estimates that 
Ecu2.7bn (S3bn) is lost every year in foe EU as a result of 
payment card fraud alone. Samer l skandar, Brussels 


GERMAN ECONOMY 


Index shows faster growth 

The growth of Germany's manufacturing economy regained 
speed last month, with the country's purchasing managers' 
index rising to its highest level so for this year. 

The index - compiled by NTC Research through a survey of 
managers at 350 companies for foe German association of 
purchasing managers and Reuters, the tofbrmation company 
- increased to a seasonally adjusted 56.3 In June from 55.5 in 
May but still lagged behind foe recent peak of 57.4 in Novem- 
ber last year. 

June's increase reflected an increased rate of growth in 
orders, including a significant strengthening of domestic 
orders. Last month's rise was the 25th in succession. 

Constructed along the lines of the tong-established US 
index, the German PMI also sets out to be a leading indicator 
of economic trends. 

While a reading of 50 indicates no change on the month 
before, a rising number above 50 indicates an increasing rate 
of growth and a falling number below 50 an increasing rate of 
decline. Peter Norman, Bonn 
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Turks pledge 
' financial 
transparency 


By Tony Barber bi London 


Turkey promised yesterday 
that it would hide nothing 
from international financial 
markets when implementing 
its new. IMF-monitored pro- 
gramme designed to slash 
inflation, step up privatisa- 
tion and reform the social 
security and tax systems. 

"Our task over the next 
six months and 1999 is not 
going to he easy. We will be 
under the magnifying glass 
of the whole world” Gune? 
Taner. the Turkish Treasury 
minister, told the FT in an 
interview in London. 

“We will be criticised 
heavily if any oue of our tar- 
gets is not met. But given 
current market conditions, 
this was a risk we had to 
take, if the Asian crisis has 
taught us any thing , it is that 
the markets need complete 
transparency." 

Under last weekend's 
agreement. International 
Monetary Fund officials will 
visit Turkey every three 
months until the end of 1999 
to assess progress in reduc- 
ing Inflation, the bane of the 
Turkish economy for 25 
years. 

Mesut Yilmaz. the prime 
minister whose minority 
government has just marked 
its first anniversary, aims to 
cut annual inflation from 80 
per cent last May to 50 per 
cent by the end of this year 
and 20 per cent by the end of 
1999. 

The government received 
a boost yesterday when a 
minister. Eyup Asik. sur- 
vived an attempt in parlia- 
ment to censure him for fail- 
ing to ensure the arrest of a 
rigbtwing gunman. Had it 
passed, the motion might 
have brought down the gov- 
ernment. 

Mr Taner said he expected 
parliament to pass a tax 
reform bill in the next few 
weeks, and the government 
might present a bit! on soda! 
security reform this month 
rather than wait until Octo- 
ber after the legislature's 
summer recess. 


The second bill is impor- 
tant because the social secu- 
rity system is expected to 
account Tor a third of Tur- 
key’s budget deficit this 
year. 

Persistently high deficits 
lie at the core of Turkey’s 
inflation problem. 

The bill envisages raising 
the retirement age for new 
entrants into the workforce 
from 43 to GO years for men 
and from 38 to 57 years for 
women. For existing work- 
ers, the retirement age will 
go up to 55 for men and 50 
for women. 

Mr Taner said Turkey had 
taken an important step 
towards reducing inflation 
by increasing competition in 
wholesale markets for fresh 
vegetables and fruit. These 


‘Phasing out 
reformist 
anti-inflation 
policies would 
be suicidal’ 


products account for a third 
of Turkey's wholesale price 
index. 

Mr Taner said the econ- 
omy was likely to slow down 
in the second half of this 
year after experiencing year- 
on year growth in gross 
national product of &1 per 
cent in the first three 
months. 

But he said that the effects 
of the Asian crisis on Turk- 
ish industry would be cush- 
ioned by lower prices for oil 
and other imported raw 
materials and by lower inter- 
est rates that have brought 
down finan cing costs. 

He said that, even if the 
government lost power in 
elections next year, its suc- 
cessor would have no choice 
but to continue his reform- 
ist, anti-inflationary policies. 
“For someone to phase these 
out would be suicidal," he 
said. 


EUROPE 


Gazprom extends reach in Germany as liberalisation looms 


Russian group’s joint venture now allows it to play an active rote ^ smti 

in the German gas market, writes Frederick Studemann 1997 


W ho is turning the taps 
in Germany’s growing 
gas market? Until 
recently, the answer would 
have been relatively easy: 
Ruhigas, the country’s big- 
gest gas distributor. 

But now. in the wake of 
regulatory initiatives by the 
German government and the 
European Union to open the 
pipeline to third parties, the 
answer may be Bonn or 
Brussels. 

Then again, the answer 
may lie further east in a 
Moscow suburb at the 
and steel tower block head- 
quarters of the Russian 
behemoth Gazprom, the 
world's largest gas company 
and the biggest single sup- 
plier to the German market 
Gazprom has been supply- 
ing gas to western Germany 
for 25 years, and Russia now 
accounts for more than 40 
per cent of the country’s nat- 
ural gas imports, according 
to the International Energy 
Agency. Almost a third of 
Germany’s total natural gas 
supplies come from Russia. 

In the 1970s. the sourcing 


of natural gas from Russia 
was a politically contentious 
issue in West Germany. The 
decision to import Soviet 
natural gas was one of the 
keynote commercial projects 
of Chancellor Willy Brandt's 
Ostpotitik policy of engineer- 
ing change in eastern 
Europe, and ultimately Ger- 
many, by establishing closer 
ties across the Iron Curtain. 
However, critics worried 
about the strategic implica- 
tions of depending too much 
on the “enemy” for a source 
of energy. 

For most of tbe past 25 
years. Ruhrgas has been the 
principal partner of Gazprom 
or Its Soviet-era predecessor. 
The German company, 
owned by industrial groups 
including Mannesman!!, 
Krupp and Veba. as well as 
the subsidiaries of some 
International oil companies, 
says that in this period 
330bn cubic metres of Rus- 
sian natural gas worth more 
than DM55bn ($3ibn) have 
reached Germany. 

But in recent years Gaz- 
prom has moved beyond sim- 


ply delivering gas to the bor- 
der for “handing over" to a 
German distributor. With 
Win gas, a joint venture with 
Winters ball, a subsidiary of 
the BASF chemicals group, 
the Russian company now 
also plays 3D active role 
within the German market. 

Wingas was established in 
1993 with the arm of offering' 
large users of gas, such as 
factories or r^ioaal and 
municipal utilities, an alter- 
native to Ruhrgas. Win gas 
has captured 12 per cent of 
the German market. 

The company's arrival in 
the market coincided with 
the growing popularity of 
gas for the generation of 
electricity for Industry and 
heating for domestic homes. 
Natural gas is celebrated as 
a clean and cheaper alterna- 
tive to coal- and oil-fired 
power stations and nuclear 
reactons. 

For Gazprom, the benefits 
of Wingas are clear. Yuri 
Vyakhirev, Wingas manag- 
ing director and sod of Gaz- 
prom's head, says: “We [Gaz- 
prom] add more value to 
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Russian gas through Win- 
gas. It is always better to go 
as deep as passible into the 
market, rather than just sell- 
ing at the border.” 

But it is not just higher 
value which makes Wingas 
so attractive to Gazprom. 
According to Mr Vyakhirev, 
the joint venture has also 
strengthened tbe Russian 
company's hand in its deal- 
ings with Ruhrgas. “By 
creating competition we cre- 
ated a better environment 
for negotiating contracts.” 

In May Ruhrgas and Gaz- 


prom signed contracts for 
tbe supply of up to I3bn 
cu m of Russian natural gas 
a year from 2006. The deal 
extended existing contracts 
until at least 2020 and is 
worth around DM25bn at 
current market prices. 

W hile the exact details 
of the contract are 
secret. industry 
observers have been wonder- 
ing who got the better deal. 
They are trying to work out 
whether Gazprom has 
decided to favour one or 
other of its German part- 
ners. or if it is trying to ben- 
efit from them both. 

Friedrich Spath. chairman 
of Ruhrgas. says the two 
companies “re-ordered the 
whole relationship” to create 
a basis for a partnership 
lasting nearly 50 years. As 
well as extending contracts, 
setting prices “more related 
to market conditions", the 
two companies agreed Gaz- 
prom should be allowed to 
use Ruhrgas pipelines to 
supply gas to other countries 
in western Europe. 

The question of access was 
one of the hardest- fought 
issues in tbe run-up to liber- 


alisation of the European 
gas industry, finalised by the 
Council of Ministers in May 
and to be implemented by 
member states by mid-2000. 
Companies will be forced to 
open 20 per cent of their 
pipelines to third parties. 

Ruhrgas has consistently 
fought pressure to open its 
pipelines, and it is unclear If 
its change of heart was 
caused by the "better envi- 
ronment” described by Mr 
Vyakhirev. All sides offi- 
cially claim that Gazprom 
was not playing tbe role of 
conductor and that the con- 
tract with Ruhrgas was sim- 
ply an extension of an agree- 
ment between two long- 
standing partners. 

For newcomers such as 
Wingas. liberalisation is the 
long-awaited key to competi- 
tion. Burkhard Genge, chair- 
man of Wingas. says the 
company is now ready to 
talk with Ruhrgas about 
each company opening up its 
pipelines to the other. 

However. Ruhrgas has so 
far rebuffed such overtures. 
Instead. Mr Spath says Ruhr- 
gas intends to get into the 
end-customer business bv 
acquiring stakes in utilities. 


Brussels backs 20% rise in ECB boost for Target 
EU wine sector subsidies euro-zone payment system 


By Wchad Smith in Vienna 


The European Commission 
yesterday approved contro- 
versial plans for an increase 
ia subsidies lor the Euro- 
pean Union’s wine sector of 
more than 20 per cent, as 
part of reforms aimed at 
improving the Industry’s 
competitiveness. 

However, the proposed 
budget in fixture years will 
be about Ecui20m ($l33m) 
less than Franz Flschler, 
agriculture commissioner, 
bad originally planned. 

Concerns among several 
commissioners including 
Erkki Lhhanen, in charge of 
the EU budget. led to a fur- 
ther scaling back in planned 
spending on market support 
arrangements. The proposed 
budget for future years will 
be about Ecul.23bn. - • 

The proposals are the last 


in 3 series of reforms 
suggested by the Commis- 
sion to overhaul the Com- 
mon Agricultural Policy. 
They involve the introduc- 
tion of “reconversion" subsi- 
dies to help wine growers 
replaDt their vineyards to 
produce higher-quality 
wines. 

Tight restrictions on the 
planting of vines will be 
maintained but will be oper- 
ated in a way that allows a 
growth in production for 
wines in strong demand. 

Tbe proposals, which must 
be approved by tbe ElTs 15 
member-states before imple- 
mentation. also include a 
simplification of the subsidy 
regime, with one regulation 
replacing 23. 

Other wine-growers, 
including the US and South 
Africa, have indicated they 
will study the Commission's 


proposals carefully to ensure 
they do not conflict with free 
trade commitments given by 
the E U to the World Trade 
Organisation. 

However. Mr Fisrhler said 
yesterday that tbe proposals 
were fully compatible with 
the WTO. “The EU charges 
just BFr3 [about 8 US cents] 
for every bottle of wine com- 
ing into Europe. If other 
countries were as generous 
with their import duties, we 
would not need to spend so 
much money supporting the 
market.” 

Mr Fischler said he expec- 
ted the reforms would help 
produce a balance between 
supply and demand. Over- 
production has already been 
reduced markedly in recent 
years. 

The EU produces about 60 
per cent of the world’s wine 
and is its biggest exporter. 


By Wolfgang Munchaa 
fn Frankfort 


Tbe European Central Bank 
announced yesterday that 
there would be no m inimum 
thresholds for transactions 
under the Target system, the 
cross-border payments net- 
work for the euro-zone. 

The move marks a play by 
the ECB for market share in 
what will be a contested 
market for settlements ser- 
vices in the single European 
currency zone from January. 

Target will be pitched 
against a number of com- 
mercial operators, such as 
Chaps Euro in London or the 
EAF O system in Frankfurt . 

Target is a network of 
national European real-time 
gross settlement systems, 
and allows cross-border pay- 
ments to be transacted and 
settled virtually instantly. 


The ECB yesterday pub- 
lished two documents aimed 
at future users or the sys- 
tem. which is currently in 
the testing phase and due to 
become operational on Janu- 
ary 4. The ECB estimates 
that over 5.000 participants 
will have access to the Tar- 
get system. 

It recommended that 
banks and other credit insti- 
tutions should use Target for 
all types of cross-border 
transactions, including 
money market and foreign 
exchange business. Tbe ECB 
said the real-time nature or 
Target would reduce the 
need for liquidity to be tied 
up in the transaction pro- 
cess. 

The system will be open 
every’ day except Christmas 
Day and New Year's Day. 
between Tam and 6pm Cen- 
tral European Time fCETl. 


The deadline for payments 
will be 5pra. 

Some thorny issues have 
.vet to be decided by tbe 
ECB's council, including tbe 
terms of access by the four 
European Union countries 
that are not yet adopting tbe 
euro - the UK. Denmark. 
Sweden and Greece. 

The dispute is about 
whether “outside" central 
banks should be able to 
access the system's intra-day 
credit facility, a credit line 
which would in theory allow 
them to manipulate the euro 
area money supply. 

The fierce competition 
between the payment 
systems has already resulted 
in price cuts. Target will 
cost El. 75 for each of the 
first 100 transactions per 
month. El. 00 for the next SOO 
transactions and 80 cents for 
further transactions. 
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Arafat plea to Arabs over ‘battle for Jerusalem’ 


By J ady De mpsey in Bamaitt 

Yassir Arafat, president of 
the Pales tinian Authority, 
yesterday made an impas- 
sioned plea to Arab states 
and the international com. 
mimity to stop Israel tight- 
ening its grip over Jerusa- 
lem. 

At an emergency session 
of the Palestinian Legislative 
Council, the de facto parlia- 
ment, Mr Arafat called for 
an Arab summit and warned 
Israel that patience among 
Palestinians was running 
out 


"This settlement aggres- 
sion is a total destruction of 
the peace process," he told 
the PLC session. “The battle 
for Jerusalem is a battle of 
life and death for the Pales- 
tinian people." 

Benjamin Netanyahu. 
Israeli prime minister, last 
month unveiled plans to 
expand the city’s municipal 
boundaries, placing them 
under the umbrella of a 
greater Jerusalem munici- 
pality. 

If implemented, the city’s 
area would increase from 123 
sq ton to 600 sq km. 


Don Gold, Israel’s ambas- 
sador to the United Nations, 
said during a debate on Jeru- 
salem this week in the Secu- 
rity Council that the expan- 
sion plans were "economic". 
But Palestinians argued they 
were an attempt to 
"Judaise" the city and, 
through a network of roads 
linking Jerusalem to Jewish 
settlements in the West 
Bank, would sever links 
between Palestinian-con- 
trolled parts of the West 
Bank and east Jerusalem. 

Cutting such links would 
make it difficult for the Pal- 


Aids drugs bring uneven 
benefits to Americans 


estlnians to declare east 
Jerusalem the capital of a 
Palestinian state. Mr Ara- 
fat's goal. 

Mr Netanyahu and previ- 
ous Israeli leaders have 
ruled against any division of 
the city, after Israel annexed 
the eastern part after the Six 
Day war in 1967. The inter- 
national community has 
never recognised the annex- 
ation. while under the 1993 
and 1996 Oslo peace accords 
Israelis and Palestinians 

agreed to leave the issue of 
the city's status until a final 
settlement 


Deaths by Aids in fee US 


But Mr Netanyahu has 
shrugged off criticism from 
the US and the European 
Union over what they say is 
his intransigence on the 
Oslo accords. He has also 
witnessed Arab states' fail- 
ure to adopt a coordinated 
strategy on the peace pro- 
cess. 

However. Jerusalem. 
Islam's third holiest site, 
might be the issue to galvan- 
ise Arab public opinion. In 
May 1995 the Arab League, 
riven with divisions after the 
Gulf war, overcame differ- 
ences and called for a sum- 


By DavM PBBog In Genera 

New Aids drugs have saved 
thousands of lives in the US 
in the last two years, but 
uneven access to treatment 
means minorities and 
women are benefiting less 
than, white men , according 
to studies released at the 
12th World Aids Conference 
in Geneva yesterday. Sepa- 
rate research also found that 
young Americans might be 
becoming more reckless in 
their behaviour as news 
spreads of the effectiveness 
of anti-retroviral “triple 
cocktail” therapy for HIV 
patients. 

Aids deaths among white 
Americans in the first half of 
1997 dropped 54 per cent 
against the same period a 
year earlier, mainly because 
of the impact of new drugs, 
according to US Centres for 
Disease Control and Preven- 
tion (CDC). That compared 
with a decline of 37 per cent 



World Aids 
conference 


among African Americans. 
Nearly 5,500 black 
Americans died from Aids- 
related illnesses during the 
six months compared with 
3,900 whites. In the mid- 
1980s. deaths among whites 
outnumbered those among 
blacks by two to one. 

Women also Tare worse, 
with a 37 per cent drop in 
the number of deaths 
against a 47 per cent fall 
among men. However, more 
men continue to die of Aids 
than women - more than 
9,000 in the six months 
against about 2jS00 women. 

In spite of big medical 
advances in the past two 
years, Aids is still the second 
leading cause of death of 
Americans between 25 and 
44, and the main cause of 


death for African Americans 
of that age. 

"Combination therapy 
using anti-retroviral medica- 
tions is now available and 
for the first time offers real 
hope for controlling HIV 
infection, but not everyone 
has access to these drugs." 
said James Kehn, associate 
professor of health policy at 
the University of California 
San Francisco. 

A study of HIV treatment 
among the urban poor con- 
ducted by Aids researchers 
at the university found that 
fewer than a third of HIV 
sufferers were receiving 
anti-retroviral drugs com- 
pared with nearly 90 per 
cent of middle-class 
Americans. Researchers 
called for the extension of 
MedicAid, the federal health 
programme, to provide HIV 
drug therapy for those with- 
out private insurance on 
an income of below $10,000. 
Such a measure would save 
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4200 lives a year. 

Nearly two-thirds of those 
contracting HIV are black, 
according to the CDC. An 
estimated half of all new 
HIV infections in the US are 
among those under 25. 

"These drugs are great for 
people who already have the 
disease." said Julio Monta- 
ner. an Aids specialist work- 
ing in Canada. "But if you 
don't have it, you don’t want 
to know." New treatment 
appears to be responsible for 
disfiguring and even life- 
threatening side effects, he 
said. More than half of 
patients on triple-drug ther- 
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As o winner you'll raise your 
company's profile and boost your 
staff morale. But whether you win or 
not, you'll be rewarded with feedback 
from our expert judging panel, drawn ' 
from NatWest and KPMG under the 
Chairmanship of the Director General 
of the Institute of Export. 
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More than just a bank 


mil after Israel announced 
plans to expropriate anntfier 
131 acres of land in east 
Jerusalem. The summit was 
called off after the plan was 
called off. 

Since Mr Netanyahu’s 
election In May 1996 he and 
Ehud Olmert, mayor of Jeru- 
salem, have allowed Jewish 
settlers to move into the 
Moslem quarter of the city. 
A new Jewish settlement is 
under construction at Har 
Homa, Palestinian ldeoti- 
ty/residence cards have been 
withdrawn and Palestinian 
land and hnmpc have either 


been confiscated or demol- 
ished. 

• Security Council mem- 
bers were considering yester- ' 
day what steps to take fol- 
lowing the debate on Israel's 
plans to wdwiil the bound- 
aries of Jerusalem. Laura 
Sflber adds from the United 
Nations In New York. 

Diplomats said the US had 
signalled it was likely to 
veto any resolution denounc- 
ing Israel's plans.: Arab 
states, however, ware said to 
be weighing up whether to 
posh ahead, with the resolu- 
tion and force a US veto. 


CFA franc to 
be tied to euro 
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apy could not cope with the 
complicated regimens, which 
often required patients to 
take up to 20 pills a day and 
follow dietary instructions 
with military precision. 

Dr Montaner welcomed 
the new drugs coming on to 
the market that aim to make 
regimens far simpler, per- 
haps reducing the number of 
pais to four, or even two. a 
day. "The number one prior- 
ity to optimise therapy is to 
find simpler treatment 
options, with fewer pills, 
fewer daily doses, fewer side 
effects and fewer restrictions 
on what people can do." 


Central and West African 
countries will be able to 
maintain the fixed parity of 
the CFA franc after the 
Introduction of the single 
European currency, the 
euro, the European Commis- 
sion said yesterday. 

The <j«*cf s lAn removes any 
lingering uncertainty over 
the ability of Dominique 
Strauss-Kahn, the French 
minister of economics, 
finance and Industry, to 
stick to a commitment he 
made earlier this year that 
economic and monetary 
union would not affect 
arrangements with members 
of the Central African Eco- 
nomic and Monetary Com- 
munity and the West African 
Economic and Monetary 
Union. 

The CFA. franc is the trad- 
ing currency of France's for- 
mer African colonies. Its 
exchange rate is fixed at 100 


for each French franc. The 
Commission’s decision also 
affects the Comorian franc, 
whose parity is fixed at .75 
for French franc. 

A new parity for the CFA 
franc against the euro will 
be fixed in January, when 
the value erf the French franc 
against the new currency is 
due to be irrevocably 
frozen. 

The' Commission said the 
present arrangements, under 
which France guarantees the 
fixed parity, “should not be 
materially affected by the 
transition to the euro". 
Responsibility for the fixed 
parity lies with the French 
treasury, and does not entail 
any obligations for the cen- 
tral lianlr 

When the euro Is launched 
next year. France and the 
other 10 participating coun- 
tries will transfer compe- 
tence for the external 
exchange rate of the euro to 
the European central bank. 



Weaman waves after n mutiny the prime minister yesterday 

Netanyahu and 
Weizman make up 


Ezer Weizman, president of 
Israel, and Benjamin Netan- 
yahu, the prime minister, yes- 
terday agreed to settle their 
differences in private, ending 
days of mutual recrimination 
over the peace process, 
writes Judy Dempsey in 
Jerusalem. 

Mr Weizman, a former air 
force chief who helped forge 
peace with Egypt in 1979, 
accused Mr Netanyahu of 
leading Israel into internat io nal 
Isolation. He also said the 


prime minister had no idea 
where he was leading Israel. 

Mr Netanyahu, who during 
the 1 996 election had 
exploited a sta t e ment by Mr 
Weizman. who said the then 
governing Labour party was 
pushing the peace process 
too fast, said the president 
was siding with the Arabs. 

Mr Weizman said he 
believed the direct election of 
e prime minister had weak- 
ened the system of checks 
and balances on his power. 


S Africa 
bank 
chief 
‘to stay’ 

By Victor Matist . 

Jn Joftanttsburg . • •• 

The South African rand hit a 
new record low bf R&20 to 
the dollar early yesterday as 
the foreign exchange mar- 
kets, renewed their assault 
[after a brief respite far the 
currency on Tuesday. 

But the rand recovered 

sharply to R&97 later In the 
day after Thabo Mbeki, dep- 
uty president and heir-appar- 
ent to Nelson Mandela, flatly 
denied rumours in New York 
that the South African gov- 
ernment was going to fire 
Chris Stals, governor of the 
Reserve Bank, and James 
Cross, his deputy. 

“We have frill confidence 
in the leadership of the 
Reserve Bank," Ur Mbeki 
said. "The governor's term 
of office expires next year, 
and both government and 
the governor are of (me mind 
that he should and will serve 
his full term." Similar 
rumours have been floated 
several times before, and 
have proved to be without 
foundation. 

Both Mr Mandela and Mr 
Mbeki yesterday r e affi rmed 
the government’s commit- 
ment . to fiscal discipline 
within the conservative eco- 
nomic strategy known as 
Gear - for Oowth. Employ- 
ment and Redistribution. 

"It wouldn't help at all for 
us. in order, to gain short 
term political advantage, to 
mfahandlp the management 
of the economy,” Mr Mbeki 
told Reuters Television. 
“Mast certainly we are not 
going to do that." 

But Mr Mbeki's ruling 
African National Congress 
faces increasingly outspoken 
condemnation of the Gear 
strategy from its alliance 
partners - the Congress of 
South African Trade Unions 
and the South African Com- 
munist party - which have 
both pledged to help the 
ANC win the general elec- 
tion next year. 

"We remain convinced 
that Gear is the wrong pol- 
icy," Charles Nqakula. SACP 
general secretary, told the 
party's 10th congress in 
Johannesburg yesterday. "It 
was wrong in the process 
that developed it, it is wrong, 
in Its overall strategic con- ' 
ception and it is wrong in 
much of Its detafl. 

“We cannot allow our 
entire transformation strug- 
gle to be held hostage by 
conservative approaches to 
the budget deficit" 

In its attempt to defend 
the rand, the Reserve Bank 
yesterday nudged up the 
repurchase rate at which it 
lends to commercial banks 
to 2(L53 per cent and said it 
now required non-residents 
trading in the forward mar- 
ket for the rand in South 
Africa to open separate 
accounts for foreign 
exchange daaiing w to make 
monitoring easier. 

Under South African regu- 
lations, forward foreign 
exchange deals must be 
based on an underlying 
transaction (to buy imports 
for example) and not purely 
for speculation. But the 
Reserve Bank's influence is 
limited because it has no 
control over currency mar- 
kets outside South Africa. 


Chirac looks to Africa’s 
non-francophone states 
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By Robert Graham in Paris 

President Jacques Chirac 
has set the seal on a big shift 
in France’s policy towards 
Africa, aimed at balancing a 
long-time near-exclusive 
focus on relations with for- 
mer French colonies. 

The move to cultivate 
English and Portuguese- 
speaking Africa and come to 
terms with newly emerging 
regional powers was initi- 
ated last year by the Social- 
ist-led Jospin government. 
But Mr Chirac retains formal 
control aver French foreign 
policy and it required a pres- 
idential visit to underline 
the change to a more bal- 
anced approach to the whole 
sub-Saharan re gion 

In a carefully planned six- 
day sweep through southern 
and central Africa that 
ended an Monday Mr Chirac 
visited Namibia, South 
Africa, Mozambique and 
Angola. At every stage he 
sought to bury France's neg- 
ative Image as a paternalis- 
tic and interventionist colo- 
nial power and emphasise 
France's desire to forge polit- 
ical and commercial ties 
with new partners. 

This was most evident dur- 
ing the French president’s 


final stopover in Luanda, the 
Angolan capital - the first 
such visit by a European 
head of state since the civil 
war wound down in 1994. 
Jos6 Eduardo Dos Santos, 
Angola's president, bas been 
hostile to Paris because of 
France's failure to use its 
considerable influence on 
the late Preadmit Mobutu of 
Zaire to halt backing for the 
Unite rebel movement of 
Jonas SavimbL 

Angola's direct military 
aid for last year's overthrow 
of the ageing Zair ean dicta- 
tor. plus help for the new 
regime in Congo-BrazzaviHe, 
was motivated in good mea- 
sure by the need to cot off 
Unita’s rearguard logistical 
support 

As a result of these 
act ions, oil-rich Angola 
established itself as a new 
regional power, in part at 
the expense of traditional 
French interests. However, 
both sides appeared more 
than willing to turn the 
page. Mr Dos Santos needed 
to prop up a fragile peace 
and isolate Unita while 
ensuring rapid development 
of the country's oil and min- 
eral resources. France 
wanted to ensure Elf, its 
Dag-carrying oil group. 


expanded Its already signifi- 
cant role in the Angolan tel 
business, winning new off- 
shore acreage. Elf accounts 
for 20 per cent of Angola's 
700,000 b/d tel production. 

In the case of Mozambi- 
que. Mr Chirac was the first 
French head of state to visit 
the country since it acquired 
independence from Portugal 

in 1975. 

While cementing links 
with the continent's second 
big Portugues e-speaker, 
Paris also recognised advan- 
tages in good relations with 
the countries on the Indian 
Ocean Ktoral because of the 
presence of the island of 
Reunion, the French over- 
seas department. The fact 
that Reunion remains an 
integral part of France is a 
source of potential conflict 

But the main part of the 
trip was in South Africa, 
which Mr Chirac described 
as being “the driving farce" 
of the new Africa. Here, the 
French president, accompan- 
ied by an entou r a ge of busi- 
nessmen, sought to catchup 
on Paris’ slow start to estab- 
lish itself in the post-apart- 
heid era - not least in aiding 
the development of the high- 
technology sector and in mil- 
itary sales. 
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Jiang backs HK and says China will not devalue ^errm 

in «* • - 


By John Hddng in Kong Kong 

China's President . Jiang 
Zemin yesterday pledged not 
to devalue the renminbi and 
said mainland growth and 
cross-border co-operation 
would help revive Hong 
Kong's recession-bound 
economy. 

M China enjoys a surplus in 
its balance of payments and 
will not devalue its cur- 
rency." Mr Jiang told a cere- 
mony marking the first anni- 
versary of Hong Kong's 
return to China. “China is a 


major stabilising force for 
regional development." 

Mr Jiang's speech marked 
an attempt to bolster confi- 
dence in Hong Kong, which 
faces its first recession since 
1985. The economic down- 
turn has overshadowed cele- 
brations to mark the hand- 
over anniversary and the 
smooth political transition 
to Chinese sovereignty. 

The speech will also please 
US President Bill Clinton 
whose visit to China takes 
him to Hong Kong later 
today. The US has praised 


the role of Hong Kong and 
China in maintaining their 
exchange rates, a rare 
source of stability in the 
region- 

while senior Chinese offi- 
cials have ruled out devalua- 
tion, this is the first public 
co mmi tment by Mr Jiang 
since the falling yen 
unleashed the latest bout of 
currency turmoil in the 
region- Concerns that a 
weak yen could force china 
to devalue, a move which 
would lead to severe pres- 
sure on the Hong Kong cur- 


rency peg, have added to 
anxieties in the territory. 

Although the Chinese 
leader acknowledged the 
pressures facing the econ- 
omy, he expressed optimism 
about Hong Kang's prospects 
and backed the govern- 
ment's handling of the eco- 
nomic downturn. 

He also underlined Bei- 
jing's commitment to its 
promise of autonomy for 
Hong Kong- "In times of dif- 
ficulty it is all the more 
important for Hong Kong 
compatriots to build up their 


sense of responsibility as 
masters of the country.” he 
said. 

Tung Chee-hwa, the terri- 
tory's post-colonial leader, 


Mr Clinton. However, the 
president is also due to meet 
Martin Lee, leader of the 
Democratic party, the big- 
gest pnwiemocracy group in 


said confidence in Hong the new legislature 


Kong had been bolstered" by 
the smooth transition. "Nei- 
ther the central government 
nor any mainland authori- 
ties have interfered with the 
internal affairs of Hong ' 
Kong," he said. 

Mr Tung is likely to make 
a similar point when he and 
other members of the Hong 
Kong administration meet 


With his party having 
emerged victorious in the 20 
directly-elected seats, Mr Lee 
rfatma a moral mandate to 
push for faster steps towards 
democracy. 

A senior administration 
official said yesterday the 
president's decision to hold a 
separate meeting with Mr 
Lee underlined the White 


House commitment o 
democracy: “The fact tb 
the president Is 

Sth Martin is ttestamm^ 

that we want to make, 

^Mr Clinton Will not meet 
any of the 40 leglsU^sa^ 
were not directly elected b> 

the public. i 

The US official said there 

had been concern about 
Hong Kong’s return to Chi- 
nese sovereignty before the 
handover on June 30 
but this year it had been 
“the dog that did not bark . 


enters 

Japan’s 
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market 


By Gw® Robbmfl and 
fijg fri * Tett In Tokyo 


Clinton plea on china’s most charming comer hopes for Mickey 

environment reports Disneyworld ^ ■ 1 SfaSSl 


By James Harding and 
Stephen fitter in Shanghai 

President Bill Clinton will 
today wrap up his tour of 
mainland China, delivering 
the final message of the visit 
with a plea Tor environmen- 
tally-minded economic 
growth. 

On his way to Hong Kong, 
where he arrives this even- 
ing, Mr Clinton will spend 
the day in G uilin, one of Chi- 
na's most cherished areas of 
natural beauty, to issue a 
warning on the Chinese 
threat to the global environ- 
ment 

After Mr Clinton meets a 
number of leading environ- 
mentalists. be Is expected to 
build on the theme he set 
out yesterday when he said 
that China and the US "most 
ensure that economic devel- 
opment does not lead to 
environmental catastrophe". 

China will overtake the US 
early next century as the 
world's largest producer of 
greenhouse gases, which Mr 
Clinton said are "danger- 
ously warming our planet". 
He also observed that respi- 
ratory illness from air pollu- 
tion is C hina 's "number one 
health problem". 

The US bas said it would 
not send the Kyoto protocol 
on greenhouse gas emission 
to Congress for ratification 
unless there was significant 
participation from develop- 
ing countries. Getting China 
to commit itself to sign on to 


the treaty is important to 
encourage the political sup- 
port needed for ratification. 

He said Mr Clinton bad 
made it clear to the Chinese 
leadership that it was “not 
rigid about a specific mecha- 
nism" to arrive at an agree- 
ment. "We don't need to 
have identical 

or necessarily the same kind 
of commitments. But we do 
need to have meaningful 
steps so that if you look at 
the global greenhouse emis- 
sions that there is an effect 
on global wanning." 

Mr Clinton Is expected to 
announce a number of envi- 
ronmental projects to be 
undertaken in co-operation 
with China. The US will pro- 
vide assistance in China's 
national air monitoring net- 
work. Mr Clinton is also 
likely to announce a $50m 
loan from the US Ex-Im 
Bank for clean energy pro- 
jects, a contract to develop 
coal-bed methane resources, 
and an oil and gas industry 
forum to promote Sino-US 
co-operation. 

The US had no right to ask 
China to slow Its economic 
growth. Mr Clinton said yes- 
terday. but the key to 
improving environmental 
protection hand-in-hand 
with economic development 
was "to break the idea in 
people's min ds that the only 
way to grow the economy of 
a developing country is to 
adopt industrial age energy 
use patterns". 


James Harding 

reports Disneyworld 
would be most 
welcome in Guilin 

A fter President Bill Clin- 
ton visits China’s most 
celebrated rural idyll 
today, the Guilin tourism 
authorities are hoping 
another, arguably more 
famous. American will fol- 
low; Mickey Mouse. 

"We would be extremely 
keen to see Disneyworld 
come and set up here,” says 
Fan Yinlng, a senior official 
at Guilin tourism manage- 
ment committee. "G uilin has 
made its own efforts to lobby 
Disney." 

And, well it might. For 
despite the bucolic charm of 
the Li river valley and the 
spectacular scenery of the 
jutting limestone peaks that 
so disarmingly resemble 
classical Chinese ink -and - 
water landscape paintings, 
the city of Guilin and the 
surrounding countryside 
badly need an extra draw to 
fill its half-empty hotels. 

Guilin's hopes of drawing 
Disney looked better a few 
years ago, before relations 
between China and the Cali- 
fornian company soured 
over Disney's backing of a 
film about the Dalai Lama. 
For the time being, Disney is 
making no response to Guil- 
in's overtures: “We have 
announced no plans concern- 
ing China and we are not 
commenting on any rumours 
that are Hying around," said 
a company spokesman. 

But, Guilin's eagerness to 












Rural idyl: But GuBin needs more than Os beauty to attract visitors to fifl its new hotels 


see Disney establish a theme 
park says much about Chi- 
na's infant tourism and 
some of the broader prob- 
lems coming to light in the 
Chinese economy. Indeed, 
while Mr Clinton has made 
much an his tour of China's 
economic dynamism and 
newfound prosperity, the 
overbuilt and underused 
tourism facilities at Guilin 
illustrate the brakes that are 
slowing business in China 
this yean overcapacity, lack- 
lustre consumption growth 
and the drag of Asia's finan- 
cial crisis. 

Symptomatic of China's 
“jam tomorrow" economy, 
tourism-related enterprises 


«■„**! VHotoj - * 


0 *■. 



have invested heavily in 
grand projects in Guilin in 
the last few years on the 
promise of visitors who 
never arrived. In 1991, more 
than Vim foreign tourists 
came to Guilin, and the 
authorities expected the 
place would go from 
strength to strength. 
Instead, growth has splut- 
tered. 

The number of overseas 
visitors sank to 350,000 in 
1994 - visitors were put off 
by an aircraft crash in 
Guilin in 1992 - and by last 
year the number of foreign- 
ers making their way to the 
picturesque spot in southern 
China's Guangxi province 
bad only crept back up to 
450,000. 

Hopes for a continued 
recovery in Guilin's tourism 
have been knocked back- 
wards by Asia's economic 
crisis. 

"Asia - Japan. Korea, 
Thailand, Malaysia and Sing- 
apore - has been the chief 


source of tourism for Guilin. 
But, after the economic tur- 
moil in the region, some 
countries have imposed aus- 
terity measures and 
restricted the outflow of cap- 
ital. . . we have seen a big 


hotels leading a pack of 
more than 500 guest houses. 
<Tin« and hotels in Guilin. In 
the first four months of this 
year, occupancy rates were 
roughly 40 per cent. The 
huge airport is strikingly 
clean and comparatively 
tranquil, partly because last 
year only lra air passengers 
passed through a terminal 
designed to cater for 10m. 

Mr Fan says: “We have 
capacity now for over lm 
overseas tourists. ■ ■ the prob- 
lem is we have such huge 
capacity, but we don't have 
enough to digest There are 
not enough tourists going 
through the system.” 

The brightest spot on Guil- , 
in’s horizon is the domestic 
Chinese market. The num- 
ber of mainland Chinese visi- 
tors to Guilin also peaked 
earlier this decade, hitting 
«9m in 1992 and sinking in 
the years that followed as 
the government's austerity 
measures to cool China's 
overheated economy reined 
in people's holiday plans. 

Last year, there were 
fi-agm domestic tourists, but 
the local authorities are 
encouraged by what they 


decline in the number of say has been more than a 30 
Asian visitors," says Mr Fan. per cent rise in the number 

of mainla nd Chinese visitors 

H e calculates that the in the first quarter of this 
number of foreign visi- year, 
tors to Guilin (exclu- Mr Fan says the high 
ding tourists from Hong vacancy rates and under- 
Kong and Taiwan, whose used tourist facilities have 
numbers keep rising) fell by meant that “many hotel 
38 per cent in the Hist four companies and travel-related 
months of this year. Guess- businesses have suffered", 
ing at the number of foreign Their discomfort may be 
visitors this year. Mr Fan lost on Mr Clinton, who will 
says the original target was be greeted by smiling crowds 
530.000 people, but "to be when he takes a boat-trip 
realistic. . . we should be able down the Li river from 
to get 400,000 people". Guilin and stops for a gam- 

while the number of visi- bol around the small country 
tors has bobbed up and town of Yangshuo- For the 
down. Guilin's tourism ser- smiles to continue after he 
vices have steadily and sig- has gone, though. Guilin 
nificantly expanded. needs a lot more visitors to 

There are now two five- follow in the wake of the US 
star hotels and two four-star president 
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The 1 7th Annual FT World Pulp and Paper Conference 

Will Change and Innovation Help the Industry Escape the Tyranny of the Cycle? 

7 &8 December 1998, Hotel Inter •Continental, London 

The international pulp and paper industry b going through a period of 
■ ; .■ . dramatic change. The need to avoid the devastating booms and busts 

. .... ^.. j ^ of the tin decade have forced senior industry executives to set 

' themselves new goals for the future: improving shareholder 

•. i *;»'*». value, specialisation and consolidation. 
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By Rossefi Baker In Sydney no longer be a trigger for a 

— “double dissolution” election 

John Howard. Australia's - or simultaneous poll for 
prime minister, will no Ion- both houses of parliament, 
ger have to consider a risky including the full Senate, 
"double dissolution" election Such a poll would maximise 
- after he negotiated a com- the chances of Pauline Han- 
promise with an indepen- -son's populist One Nation 
dent senator, Brian Harra- party winning a large num- 
dine. on Aboriginal land ber of seats in the Senate, 
rights legislation. Mr Howard's Liberal- 

The compromise deal National coalition bas now 
should allow the federal gov- won more time to consider 
erament's Wik native title when would be the best time 
legislation to pass the Senate to call a federal poll And if 
next week with the help of the election is not called to 


Senator Harradine, who 
holds the balance of power 
in the upper house of the 
Australian parliament. 

The deal means Wik will 


break an impasse between 
the House and Senate, there 
would, not be a “double dis- 
solution” of the House and 
all the Senate but a normal 


election for the House and 
just half the Senate. That 
would give Mrs Hanson's 
party less scope to win Sen- 
ate seats. 

Race and immigration are 
still expected to be key 
issues in the federal election, 
likely to be called within the 
next few months. Mrs Han- 
son's party yesterday 
unveiled its immigration pol- 
icy. It believes refugees 
should be sent borne when 
peace is restored in their 
homelands; migrants should 
have to speak English to 
gain Australian residency; 
and Australians should have 
the right to maintain their 
unique culture and identity. 


One of the most intriguing ; 
new operations in Japanese :-i 
finance was launched y ester - : ■]:: 
day in a low-key ceremon y 
in Nagano, centra! Japan., j/i 
M errill Lynch Japan Seem* A 
ties, the US broker's new'. ~ 
if Japan unit, opened the that: 
j, of a planned chain of 33 ,: 
a branches. _.:_ r 

s The ceremony was the ha- ? 
e est..and most conspicuous ^ 
e move in an aggressive new y: 
jr push into Japan by foreign .V~i 
y financial services groups , ; 
t including Travelers Group, 
s Fidelity. AIG and Goldman r; 
I Sachs. In the past six,; ' . :~ 
months alone, while US offi- !. /£-.] 
i cials and private economists • y. ' 
i have been issuing gloomy' 'j 

- warnings about the Japanese ; ; j 
> economy, these groups have - ... V. ! 
? been quietly forging deals > 
» and rapidly expanding thefr.. 

j Japan operations, deals. - • /ifJJ 
By any measure. Japan/. ipLj 
■ still ranks as the second 
largest personal investment. r y-j 

- market in the world with mi ' . 7 ’ 
estimated Y1.2Q0,0D0bn ..... 

I ($9, ooob n) of personal ; 

; savings. And for foreign .V 7; 
i financial groups, the’/-:-? 
clincher has been recent evj- , r .'.-j 
dence that Tokyo's long : f j 
promised “big bang” finan- f ' 
rial deregulation is still gen-. 
erally on track, in spite of \ 
criticism of Japanese policy 1 
paralysis. Important barriers- • I 
to cross-border transactions - - j 
and restrictions within’." 
financial services sector ...“vy 
have come tumbling down, 1 . . J 
among many other chang es. - j 
Merrill Lynch's move has -i f-’ 
been one of the boldest of m“- 
western deals, involving a Y; 
commitment to take over .7 - 
2,090 staff and 30 branches of /- r 
Yamaichi Securities, the 
failed Japanese broke-. This ' ; 

is the first serious attempt 
by a western company to set • . ' 
up a large independent dis- 
tribution network in Japan's, 
broking industry - and the . , 
first time a western group 
has been allowed to par- ' 

chase the assets of a foiled • . . „ 
Japanese financial group. 

Some rival companies still 
doubt whether the strategy. 1 

which has evolved with star- • j 
Uing speed, can in fact sue- ' ; 
ceed. MerrilJ Lynch tried 
and failed - in the late 1980s .. ; 

to build a tiny independent "* 

retail network in Japan. -i 

“That was a niche operation ? ; 

with principal emphasis on .» 

cross-border products and J 

more of a high net-worth j 

focus - today, it's a large- ; 
scale operation, and our 
doors are open to the pub- 
lic." said Ronald Strauss, 
president and chief execu- -. 

five of Merrill Lynch’s new j j. .'; 

Japanese unit. 

Increasingly, there are 
signs that Merrill Lynch is 
forcing Japanese rivals to 
act: the largest broker, 

Nomura Securities, for 
example is now revamping 
its own investment style. 

“We think it's a good thing . . ^ 
for the industry here, it’s ; 

what we expect - many .' < 
approaches we bring to the . 
market which have proven 
successful have been 
adopted by competitors,” ' ’ 

said Mr Strauss. , 
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Anwar edges back from austerity 


*1 < 


j,,, iittJhunlFTWnM Pa^wl Ptpar Coat 
7 j, S Dacankar HU tonifciai 

WHHfaWWMiror nmHmm 


Q^utm nt -. 


FEES ARE PAYABLE IN ADVANCX Z3j 

| | Hum Maid mt CO rf wn M death 

1 I Baa» mine one plau K ihe I W Anna! FT Vtfarkf Pulp and Paper 
Confgronca at lha ran of £1051.43 (£895.00 pin UK VAT Q I7J*J 

PhBM now that u Ota ooaiaranea a baang hdd In dw UK il rafUtrano t 
Itatda Co paj UK VAT it I 7 JLA receipt «fli be 101c on payment of die 

ratfaBnilan lea. 

I~l Chaquo endenod trada pxrttJe to TT Confeewie*]' 

r~l Plena charge rv, APlEXfOinen/nanaiCanWkn wedt £ 


BySbeBa McNulty hi Loudon 

Anwar Ibrahim, the 
Malaysian deputy prime 
minister, rolled back 
yesterday an integral 
part of the austerity package 
he put in place when the 
regional financial crisis took 
hold of the economy last 
year. 

Mr Anwar, who is also 
finance minister, announced 
a M$5bn (Sl.3bn) fund to 
revive critical infrastructure 
projects deferred to reduce 
excessive spending as the 
economy slowed. 


The announcement follows 
a M$7bn increase in govern- 
ment spending for economic 
and social projects and tails 
by the administration for 
lower interest rates. As 
such, it confirms an eco- 
nomic policy reversal under- 
taken by Mahathir 
Mohamad, the Malaysian 
prime minister. 

Since the economy con- 
tracted _L8 per cent in the 
first quarter. Dr Mahathir 
has been dismantling Mr 
Anwar’s International Mone- 
tary Fund-style tight man- 
agement of the economy. He 


elevated his confidant and 
economic adviser, Dalm 
Zainuddin, to a ministerial 
position overseeing the econ- 
omy in a clear snub of Mr 
Anwar. 

Bank Negara, the central 
bank, cut the statutory 
reserve requirement of bank- 
ing institutions - hinds they 
must place at no interest 
with the central bank - by 2 
per cent, from yesterday, to 
ensure the economy “does 
not spiral into a major eco- 
nomic slowdown". The cut, 
to 8 per cent, from 10 per 
cent, was to release M$8bn 


into the system. 

The administration has 
been urging banks to 
increase lending but money 
is tight as bad loans mount 
Credit growth slowed from 
30.4 per cent in June 1997 to 
12 per cent in May 1998. 

Mr Anwar indicated a cut 
in interest rates might be 
next. Though he has long 
backed Bank Negara's high 
interest rate policy, he now 
supports lower rates and is 
distancing himself from the 
central bank, with which be 
has been managing the econ- 
omy. 
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Sharif lifts bank account curbs 
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By Farhan Bokhari in Karachi 

Pakistani bankers yesterday 
welcomed the decision by 
Nawaz Sharif, the prime 
minister, to lift restrictions 
on Pakistan's foreign cur- 
rency bank accounts as the 
first significant confidence- 
building measure after 
weeks of uncertainty. 

On Tuesday night Mr 
Sharif told members of 
Pakistan’s expatriate com- 
munity in Kuwait that he 
would lift the month-old ban 


. which restricted new depos- 
its or withdrawals in foreign 
currencies from those 
accounts. The announce- . 
ment took businessmen by* 
surprise. 

Since the b ank accounts 
were frozen following Pakis- 
tan’s nuclear tests on May 
28, depositors have only 
been allowed to withdraw 
equivalent amounts in local 
rupees, which had increas- 
ingly become unattractive in 
view of the weakening 
exchange rate. 


However, tighter rules 
governing the accounts are 
Expected to be announced in 
the next few days, according 
to central bank officials in 
Karachi' One-is expected to 
be a ban on depositors using 
their foreign currency depos- 
its as collateral to seek rupee 
loans. 

The apparent relaxation 
was prompted by Pakistan's 
success in meeting a $30Qm 
loan repayment on June 30. 
Many bankers had predicted 
the country's already low 


foreign exchange reserves of 
around 8900m would fall 
. sharply once payment was 
made and that would inten- 
sify the existing uncertainty. 
■ The ‘.government has not 
said how it acquired the 
fluids for its loan repayment 
without depleting reserves. 
Hafeez Pasha, deputy chair- 
man of the government's 
planning commission said 
yesterday that “non-conven- 
tionai” means of assistance 
had been used, but declined 
to comment further. 
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Brazil I Worries 



Evidence of sharp US growth slowdown 
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By Gerard Baker in Washington ing activity in the US 

— declined for the first time in 

Federal Reserve two years last month, as the 

policymakers yesterday left effects of the Asian financial 

interest rates unchanged crisis bit deeper and the 
amid new evidence of a strike at General Motors 
sharp slowdown in US eco- damped production through- 
nomic growth over the last oat the industrial sector, 
few months. The association said its 

The Fed's open market monthly index of business 
committee concluded a activity, based on survey 
two-day meeting with no responses from corporate 
change in policy, as nfficiafe purchasing executives, fell 


seemed content to wait and 
see how much the economy 
continues to slow of its own 
accord, over the summer. 

The National Association 
of Purchasing Management 
said yesterday manufactur- 


fio 49.6 in June from 5L4 in 
May. A reading below SO is a 
sign of a contraction in the 
industrial economy. It was 
the first drop in manufactur- 
ing activity since July 1996, 


all slowdown in the economy 
this spring and summer 
after two years of rapid 
expansion. 

Much of that slowdown 
can be directly attributed to 
the industrial action at GM. 
At least 160,000 workers 
across the country are now 
idle and the effects of the 
strike have spread far 
beyond the car and truck 
making sector, especially in 
the MidWesL Production is 
likely to recover somewhat 
when the strike is settled, 
bat these is now clear evi- 
dence the Asian crisis will 
keep industrial output sub- 


NAPM’s new export coder 
index dropped for the second 
straight month in June, and 
a growing number of compa- 
nies reported Asia-related 
problems. 

“The position of exporters 
is not affected by GM, and 
remains clearly very grim, 
with worse to come" said Ian 
Sbepherdson. chief US econ- 
omist at HSBC Securities is 
New York. The survey also 
showed another fall in prices 
paid by pur chasing manag- 


of rapid economic growth, 
and with the economy now 
slowing, the deflation can be 
expected to intensify. 
Separately, the Commerce 

Department reported that 


down later in 1998." the O 

board said. . • ' 

Taken together the reports nffinP 
suggest the long-awaited M 1 v , 

slowdown in US economic - J llliL 

activity has arrived. Overall By Geoff Dyer 


construction spending' in the economic growth in flic first 
US fell L5 per cent In. May, three months of 1996 readied 


the first drop in six months a rapid 5.4- per cent, 1 
and the largest in more than growth in the Quarter j 
four years. The Conference ended is thought to hi 
Board, an independent been significantly slower, 
research group, reported Most economists estim 
that its Index of Leading the economy expanded a 
Economic Indicators for May rate of between l and 2. ] 


and Frederick StiWemww 
in Frankfort 

Brazil’s health ministry has 


fly flWWd IWBa 

In Washington 


a rapid 5.4 per cent, but „ , , . . • 

growth in the Quarter just Brazil’s health m tog try has 
ended is thought to have opened an investigation into 
been rf gnifirently siovrar. the production of an anu- 
Most economists estimate prostate cancer drug by the 
the economy expanded at a Brazilian s u b sidia ry <» Sche- 


Imitation may be the 
stacerest form of flattery. 


mened ah investigation Into but when it CffiMS to posat- 


ers. Hie prices index fell to stood at 105.2, unchanged 
its lowest level for seven from a revised figure for 


and pointed to a sharp over- dued for some time. The 


years. Prices at the whole- 
sale level have been falling, 
even throughout the period 


April. 

The figure represented a 
"a lull that suggests a slow- 


rate of between 1 and 2. per 
cent in the second Quarter. 
That slowdown should prove 
enough to dissuade the Fed 
from raising interest rates in 
the immediate future. 


Private sector revitalises 
New York’s mean streets 

Tony Walker on two park initiatives that have transformed a city 
once seen as the world’s most unpleasant place to live 






N ew Yorkers need little 
encouragement to 
recall the bad old days 
in the 1970s irbage 

piled up in tot ~uects and 
crime made an evening out 
on the town risky. 

TVwi ghw pn lfrnwg and more 

effective city management 


(BIDS) funded by local tans. 

On the other, the revitali- 
sation of Central Park has 
been propelled by philan- 
thropists through the Cen- 
tral Park Conservancy 
which has raised about 
S170m since its inception, 
with donations from corpora- 


have helped to change all turns, foundations and indi- 
that but less noticed is the viduals. 


increasing role of the private 
sector In New York’s revival. 
Two initiatives have assisted 
profoundly In changing the 
face of a city which had 
earned the unenviable repu- 
tation erf being one of the 
least pleasant places in the 
world in which to live. 

Both date from I960, when 
New York was at its lowest 
ebb, both rely heavily on 
community involvement, 
and both are being h eld up 
as models. But there the sim- 
ilarities diverge. 

On one hand, the transfor- 
mation of Bryant Park, a six- 


Danlel Biederman, presi- 
dent of the Bryant Park Res- 


their own patrols working in 
conjunction with New York 
police. Crime is virtually 
non-existent compared with 
the early 1960s, when the 
park was averaging 150 rob- 
beries and 10 rapes a year. 
Mr Biederman was mugged 
in the park soon after taking 
over as president in the 
early 1980s. 

Property owners in the 
area pay a levy of 15-25 cents 


success in converting the 
park to an urban oasis from 


the model. The formula is 
also attracting attention 
internationally. 

“Basically, our belief is 
that every service provided 
by government can be 
improved upon." says Mr 
Biederman, who gave the 
example of litter collection. 


acre jewel In the shadow of which had become mechan- 
the New York Public Library ised and less effective. In 


in mid-town Manhattan, has Bryant Park it Is now done 
been driven by the private the old-fashioned way with 
sector under special etty shovel and broom. 


ised and less effective. In ment has been the key to the 
Bryant Park it is now done park’s revival. Sponsors 


council legislation enabling 
the establishment of busi- 


Securlty has also been 
enhanced with the Bryant 


include a “who’s who” of 
New York society. 

Douglas Blonsky, senior 
vice-president of the conser- 


Central Park taps private phlantt w o ptats for 70-80 per cent of to budget of Siam 


to ration Corporation, says per square foot per year to 
the most gratifying aspect of fond improvements which 


range from upgraded news- 
paper kiosks to well-main- 


philanthropy accounts for But while the Central Park 
7D-80 per cent of the park’s Conservancy is relatively 
annual budget of $i5m. Capi- low key, even genteel, the 
tal improvements have same cannot be said of the 
absorbed the bulk of the Bryant Park Restoration 


But while the Central Park ship, which includes Broad- 
Conservancy is relatively way and the . Empire State 
low key, even genteel, the building, incorporates about 
same cannot be said erf the 36m sq ft of commercial 


ring, the German pharma- 
ceuticals group, after inspec- 
tors found fa ke pills on the 
market The probe comes 
after the government fined 
Sobering R82£m (USS2£m) 
on Tuesday after tablets 
from flour were sold in 
BrazB as contraceptive pills. 

The One was the maxi- 
mum possible under Brazil's 
consumer defence code and 
was. the largest levied 
against a single company. 
Schering has 10 days to 
appeal against the decision. 

- A number of Brazilian 
women claim . to have 
unwanted pregnancies after 
taking the fake contracep- 
tive pills and are considering 
suing the company. How- 
ever, lawyers believe it 
would be difficult to prove 
the pregnancies were the 
result erf the false pills, mar- 
keted under the brand name 
Microvalar. 

Sobering said the pills con- 
tainiigf flour had been made 
in January to test a new 
packaging machine for the 


mat is dearly in so mood 

for a compliment. 

Officials at file US bureau 
of consumer protection - 
pait of the Federal Trade 
Commission (FTC) - admit 
they were astonished at an 
Internet advertisement 
which offered the chance to 
set up local “consumer pro- 
tection agencies". 

For a minimum invest- 
ment of $6,000 the advert 
promised the chance of 
starting a franchise of a fic- 
tional body called the US 
Consumer Protection 
Agency. Local franchise 
holders would then be able 
to recruit businesses in their 
area by charging $149 ini- 
tially, and an annual fee of 
$250. 

Jodie Bernstein, director 
of the FTC's consumer pro- 
tection bureau, said: “Just 
when you think you have 
seal it all, someone trass to 
scam consumers by passing 
themselves off as a cham- 
pion of consumer protec- 
tion.” 

The government is now 
seeking a court injunction 
against Robert Oliver, of 


one Inhabited by drug deal- tained public conveniences, 
ers and prostitutes is that The park itself was re-mod- 
other US dries are copying elled in a five-year project 


Additional ftinds come f rom 
rentals on cafes and food- 
stalls and sponsorship. 

The Central Park Conser- 
vancy has steered a less 
“commercial" course, rely- 
ing heavily on private dona- 
tions supported by an 
annual allocation from City 
Wail. Community involve- 


SI 70m raised since the con- 
servancy was established in 
1960. 

“1 look at the park as a big 


Corp, which trumpets its 
achievements and has 
spawned two additional BIDs 
- the Grand Central Partner- 


ship. which indudes Broad- drug. After the experiment a against Robert Oliver, of 
way and the Empire State separate company had been Panama City, Florida - eper- 
b uilding, incorporates about contracted to destroy the a ting as the US Consumer 
36m sq ft of commercial batch or pills. Protection Agency and the 

space in 31 blocks. The company said R did Consumer Protection 


ship which Deeds to be con- ship, formed in 1988, and 
stantly renewed,” Mr Blon- 34th Street Partnership In 


ness improvement districts Park authorities mounting vancy, estimates that private 


sky says. “We could double 
the budget .. things always 
need to be done." 

Mr Blonsky draws satisfac- 
tion from the fact that 
Improved management has 
seen staff numbers drop by 
half from 250 full-time 
employees in 1974. A rela- 
tively small staff is responsi- 
ble for a facility which 
receives 20m visitors a year, 
extends over 843 acres and 
contains 26,000 trees. 


1992. 

These three urban renewal 
zones now cover about a 
third of New York city's 
commercial real estate. The 
Grand Central Partnership, 
which includes such land- 
marks as feand Central Sta- 
tical and the Chrysler build- 
ing, is tbe largest BID in the 


space in 31 blocks. 

Improvements to the zones 
have been part-funded by 
two tax-exempt bond issues 
which have raised abont 
$40 ql 

But there are signs that 
City Hall has become ner- 
vous about competition from 
“private sector” administra- 
tors. 

It has stiffened mayoral 
control over the BIDs and 
has called a halt for the time 
being to the spread of Mr 
Biederman’s “empire”, refus- 
ing permission for additional 


not know bow- the pills Agazcy of Bay County - to 
ended up on the market but stop him selling the fran- 


said it suspected theft. Sche- 
ring has been ordered to stop 
production of Microvalar, a 
top-selling contraceptive pin 
(sold . as Levlen in the US ; 
and Microgynon in Ger- 
many). I 

Tbe German company said 


chise offer over the 
internet. 

In exchange for the $6X00 
investment the advertise- 
ment offered training, licen- 
sing, certification and sup- 
port services to help 
purchases set up consumer 


It was being made victim of protection agencies in their 
public anger at the high own cities or counties. 


US, comprising 76m sq ft of zones to be added. 


level of counterfeit pharma- 
ceutical products in B razil. 
“The people are calling on 
politicians to protect them 


The FTC has become 
increasingly concerned by 
internet scams in recent 
months, and has warned 


commercial space In a 68 
block area. 

The 34th Street Partner- 


Mr Biederman, it seems, 
has become a victim of his 
awn success. 


from that [counterfeit] stuff that the growth of new tech- 
and [the politicians] wanted oologies has created a gold- 




to set an example.” a spokes- 
man said. 


rush mentality among inves- 
tors. 
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Avoid system 
downtimes. . . 

Your DP network has become the lifeblood of your 
organization. Its performance stands and falls with 
its availabiSty.The old adage applies here too: 
“An ounce of prevention is worth a pound of cure." 
Potential sources of trouble have to be identified 
and avoided early on in order to prevent serious 
outages with all their consequences. But this 
necessitates highly specialized expertise and on- 
going system monitoring. Effort end expense that 
you can and should avoid. 


with our operational 
services . . . 

7he better option is to put the responsibility In 
the hands of the specialists from Siemens 
Nixdorf. Because they're experienced in auto- 
mated, preventive remote or an-site problem 
Identification and resolution. They intervene 
before the network ever goes down, while 
also taking afi of the other system-related tasks 
off your hands: From end-user support to 
software and data management^) complete 
administration of your IT operations. 


for information technology 
without the thorns. 


So you can concentrate on the challenges of 
your market and leave the support of your 
systems and networks to Siemens Nixdorf 
IT Sendee. Our specialists have the cross- 
vendor know-how tfi aft needed to offer you 
custom-tailored service for greater efficiency. 
To assure you information technology with- 
out the thorns. For more information, simply 
fox this ad to us at 449-89-636-45579. Don't 
forgetto add your name and address! 


Siemens Nixdorf: User Centered Computing 
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WORLD TRADE 


NEWS DIGEST 


g ™? EIGN S ALE S CORPORATIONS 

^ 

WTO inquiry sought on 
US export subsidies 

Worw'T^^o!^^i^ 8niay made a f0TTTlal revest for a 
l^®Orsan<MHon panel to btvestigale US export sub- 

** US authorities. The European Commto- 

XtekfcSbJ ***** ~ 2 aim * ^ com P OTtesare 

«^oBea Dy about $2bn a year, by way of tax exemptions 

sid£K ^ conwrattons. FSCs jJre^b- 

52S ^ liS® “ r !? 3arwea based in tax havens, such as the 
£ ^ com P enfefi exporting through 

® manufactured tn the US. 
northern] ore, payments from FSCs to their US- based parent 
companies are not subject to US taxation. ^ 

'ITw i proliferation of FSCs over the past decade bone of 
meEUs major trade concerns,- the Commbsion said. FSCs 
V a ccou 7 t m* - SI 52 bn of annual turnover and $10bn of profits, 

" ”™e ^SC scheme >s a dear sub- 

s^Mrom the US taxpayer to Industiy,- said Sir Leon Britten, 
trade commisaoner. The sums involved lead to a significant 
distortion of international bade - a violation of WTO rules." 
Samer Iskander, Brussels 


Iran declines to keep oil deals for US groups 


By Robert Gorzfae b Loedoa 

Iran said yesterday it 
welcomed US participation 
in the development of its oil 
and gas industry, but would 
not reserve any projects for 
US companies in anticipa- 
tion of a lifting of the US 
government’s ban on invest- 
ment in the country. 

Launching an investment 
drive to raise more than 
S5bn for the sector, Mehdi 
Husseini, the deputy ofl min- 
ister, told a London confer- 
ence the Ugh. level of inter- 
national interest in Iran 
meant “there was no reason" 
for it to sign “side-agree- 
ments" with US companies. 

“We can’t wait for them. 


They have to solve their own 
problem.” he said, in a refer- 
ence to a US lobby to have a 
ban on investment in Iran 
lifted. 

Iranian offlefafe yesterday 
confirmed that Tehran 
would open 43 energy pro- 
jects to foreign investment, 
in the Islamic republic’s 
most ambitious attempt so 
far to open its economy to 
the outside world. Only 
Israeli companies would be 
barred from taking part, said 
Mr Husseini, “otherwise 
there are no limi ta tio ns from 
a national point of view”. 

About 450 executives, 
many of whom represented 
US oil companies, heard Ira- 
nian officials at the three- 


day conference attack Wash- 
ington’s attempts to isolate 
the country and stop foreign 
capital from flowing into 
Iran's oil and gas sector, the 
main source of its hand cur- 
rency. 

Although the US recently 
waived threatened sanctions 
against a consortium led by 
Total of France, which is 
developing the S2bn South 
Pars gas field in the Gulf, 
there is lingering uncer- 
tainty about the possible 
future application of unilat- 
eral sanctions. 

The US has also refused to 
relax its opposition to oil 
and gas pipelines from the 
Caspian Sea region passing 
through Iranian territory, in 


spite of diplomatic overtures 
to Tehran calling for better 
relations. 

Iranian officials yesterday 
said this year's target of 
men? than $5 bn was just the 
first phase of an continuing 
drive to secure foreign 
investment for the energy 
sector. Mr Husseini said he 
hoped Iran's parliament 
would raise the threshold 
further nest year. 

Some economists believe 
Iran will require $70bn-S80bn 
In foreign investment over 
the next 12 years, with most 
going to the oil, gas and pet- 
rochemical industries. 

A variety of development 
and exploration schemes 
was put forward yesterday. 


For the first time since tire 
Islamic revolution in 1979. 
Iran is allowing foreign par- 
ticipation in its onshore 
fields. The package also 
includes exploration acreage, 
offshore field development 
deals in the Gulf and a mod- 
ernisation project for the 
Abadan refinery. 

There were mixed reac- 
tions to the offerings, with 
mast executives saying they 
needed to see detailed terms 
before deciding whether to 
bid. Some thonght the explo- 
ration deals, some of which 
only require commitments of 
less than $20m. might be 
popular, as that is below the 
threshold for the imposition 
of unilateral US sanctions. 


Although the likely terms 
may not be especially 
appealing, many companies 
appear keen to build a 
long-term position in Iran. 

Mr Hussdni said Iran had 
already addressed some criti- 
cisms of its “buy-back” con- 
tracts. some features of 
which are aimed at getting 
around Tehran's constitu- 
tional bar on foreigners 
“owning" any of its petro- 
leum reserves. The short 

span of the deals - six or 
seven years - will be offset 
by long-term supply con- 
tracts giving foreign compa- 
nies “security of supply”, 
although they will not be 
able to show such reserves 
on their balance sheets. 


New safety rules met by 87 % of world’s ships 


c \ 


INFORMATION TECHNOLOGY AGREEMENT 


Talks on ITA deal suspended 

The world’s leading producers of Information technology 
products failed to reach agreement by their setf-imposed 
deadline of midnight on Tuesday on an expanded Rst of IT 
goods on which tariffs will be eliminated. 

The 44 members of the World Trade Organisation's Infor- 
mation technology agreement (TTA), which together account 
for more than 93 per cent of global IT trade worth $600 bn a 
year, decided to suspend their talks until July 18-19 to allow 
more time for consultations with their governments. 

The main sticking points were demands by south-east 
Asian developing countries for consumer etarironic goods 
such as televisions and video-players to be Included on the 
list, which rich Importing nations opposed, and a more gen- 
eral plea from poorer nations for more time than the proposed 
four-year transition period to 2002. ITA members signed up In 
1997 to a pact eliminating tariffs on a wide range of computer 
and telecommunications goods by the yea 2000, though 
extensions were granted to a few countries for some prod- 
ucts. The latest talks involve a further 400-plus Items worth 
about $50bn In trade annually. Fr an ce s WBEams, Geneva 


CHINESE PRISON LABOUR 

Adidas gives football penalty 

Adidas, one of the World Cup’s sponsors, is cancelling all 
orders for footballs made in China after a report linked pro-' 
auction with prison laboLr. The German sports goods com- 
i pany said sub-contractors were likely to be Involved in the 
' manufacturing of thousands of balls branded with the Adidas 
j and official World Cup logo. 

1 . Adidas said third parties would no longer be used to make 
the balls and that production would be centralised at Adidas 
Asia-Pacific in Hong Kong. "Our arm b to have the utmost 
control over the Addas brand. Sourcing our products plays 
an important role in the perception of rar brand by our con- 
sumers," said Robert Lou Is -Dreyfus, company president "We 
are determined to dftectfy control the whole value-chain." 

Our Intern a tional Staff 


By Charles Batchelor, 
Tmspsrt Correspondent 


Eighty-seven par cent of the 
world shipping fleet of pas- 
senger vessels, tankers, and 
balk carriers met yester- 
day’s deadline far introduc- 
ing a new safety manage- 
ment code despite earlier 
fears that many would fail. 

The remaining 13 par cent 
numbering about 1,650 ships, 
will be forced into compli- 
ance by pressure from port 
safety authorities, from their 
trade organisations and from 

Companies f4i m -t w ing uhlp : 

said William O’Neil, secre- 
tary general of the Interna- 
tional Maritime Organisa- 
tion (IMO). 

The international mari- 
time safety code requires 
owners to put in place man- 
agement systems to detect 
and avoid the possibility of 
accidents. If accidents occur, 
they are meant to have 
systems which ensure that 
they are not repeated. 

“We have done a lot in the 
past an the structural side to 
improve safety,” said Mr 
O’NeiL “But in the years 
to come the personnel side 
will give as the greatest 
improvements in safety and 
pollution control.” 

The IMO, the United 
Nation’s shipping agency, 
has been trying to persuade 
' shipowners of the impor- 
tance of the safety code 
since It was formally 
adopted in 1994. It has 
resisted attempts by some 
shipping companies and gov- 


Kazakhs steeled to take hard 
line with foreign partners 

Privatisation has produced success stories but top officials are 
unhappy about costly ‘mistakes’. Charles Clover reports 

I if hen 40 Indian engi- beset with problems autumn, when Gavin de 


W hen 40 Indian engi- beset with problems 
neers and executives recently. The initial flash of 
arrived in the remote optimism that privatisation 
town of Timurtau, Kazakh- was the cure-all far the coan- 
stan. in November 1996 to try's economic crisis has 
run the town’s big steel mill, been tempered by r ealisati on 
the locals were not optimis- that the; sale of half of the 
tid ' country to foreigners, has 

“We thought ‘Another for- yielded mixed results and 
eign company. They-will.be some of the deals have 


recently. The initial flush of Sails, a British businessman 
optimism that privatisation who was director of the 


Shymkent refinery, was 
anreted an charges of tax 


been tempered by realisation evasion. His former 
that the; sale of half of the employer. Vital. the British 
country to foreigners, has oil trading company, bad 
yielded mixed results and. bought the refinery along 


gone in a week'," said Nata- 
lya Schennan. a cook in a 
cafeteria at the plant 
‘The Indians worked -for 
the London-based steelma- 
ker Ispat International, the 
third company in a row to 
try its hand at operating the 
plant, Karmet Kombinat, 
Which in Soviet times 


proved costly mistakes. 

The Pavlbdar oil refinery, 
for example - leased to COL 
Ofl. a US-registered' trading 
company, -last year - has 


with Kazkommertsbank, a 
local bank, in 1996. 

Mr de Sails denies the 
charges and rfafrna certain 
Individuals in the govern- 
ment are se eking to overturn 


nearly, come to, a s tands till the privatisation for their 


after financing difficulties. 

A squabble over three met- 
als plants between Trans- 
World, the London-based 


own personal ends and have 
used him as an excuse. “I am 
a convenient scapegoat,” he 


ff AiiLU All w , 

Accounted to 10 per cent of metals trading company, ana 
Kazakhstan’s gross domestic its local . h “ 


iitW 


product'. 

| Two other foreign joint 
/ventures- had tried to lease 
. the plant earlier in. 199^ hut 
leach ‘ lasted less thaa -;a. 
I month after unspecified . dfe- 
J agreements” with -local 
i directors of the plant 
j Mate than two years later, 
Ispat is still there. The plant 
has been one of the success 

i stories of Kazakhstan’s rapid 
1 privatisation programme, 

which has seen over half of 

the economy’s large-scale 
productive capacity sold 
since 1994. 

When the factory was pur- 
chased, Its workers were 
owed an average of four 
months’ backpay, and pro- 
duction had fallen from Sm 

tonnes in 1990 to 2m because 

of a shortage of custom^ 

Nowadays, wages at - Iwat- 
Karmet, as the plant is now 
called, are being paid 
tune, production has ^sento 
4m tonnes a year, 
claims to have Invested 
S4onm hi the plant. 

Asa side-effect 
cess, the local hotel m 
Timurtau has learn* 1 
cook vegetarian dishes, 
while the todians j^ ve 
learned to drink vodka. 
“There be 

some occasion to 
SSd^^tant from Bom- 

^The success of jsgjt. 


resulted in Injunctions by 
western courts against 
imports, of Kazakh chrome 

?l:aijva convenient 
scapegoat/ 
says a UK 
businessman 
charged with tax 
evasion 


But for Kazakh officials, 
the case is an outlet for their 
frustration at the privileged 
role that foreigners now play 
in their economy. 

A high-ranking govern- 
ment official said that Kaz- 
akhstan’s attitude to foreign- 
ers used to be “Hke that of 
colonial China car the Otto- 
man empire: they were 

untouchable". 

Officials point ont that tax 
collection In Kazakhstan M 
from IS par cent of GDP in 
1994 to just 10 per cent fast 
yeas*. fotanfln KgUrnghanm ^ 
economic adviser to Mr Naz- 
arbayev, blames transfer pri- 
cing by foreign companies 
to the drop. 

“Our economy is growing 
but our tax collection is 
sot,” he said. “This transfer 


and other metals, hurting to the drop. . • 

the Kazakh economy. “Our economy is growing 

Privatisation of the tele- but our tax collection is 
communications- sector, not,” he said. “This transfer 
meanwhile, has been a fail- pricing is costing us htm- 
ure. Daewoo, the South Kor; dreds of mflU o os of dollars a 
ean conglomerate, which year* ' ' 

freight a 40 per cent share in Some Kazakh officials 

the state tefeeoims company have also suggested that 
last spring, '-was unable to - generous contracts, signed 
fawn many of Its Investment with foreign companies in 
promises and sold its stake the early days of prtvatisa - 
on the stock market, in- ticn, s ho u l d be renegotiated, 
-prujg. But most say the harm 

Nursultan Nazarbayev, this would do to Kazakh- 
Kazakhstan’s ' president, stan’s international reputa- 
mceotly criticised “mistakes tton would be too great For 
and short-cuts” in the coun- Kazakhs t an , faced with a 
try’s privatisation pro- serious investment short- 
gramme. He- warned foreign falls, the priority is stiff to 
investors who shirked their attract foreigners. 




contractual commitments 
the government would 
use “all legal methods to cor- 
rect the situation”. 


"We need foreign capital 
ano technology to our 
economy work,” said Mr 
Kakimzhanov. ■ “But we 


The success of ■ perhaps the taming point would Hke to make sure that 
though, is a rare one /or z- ^ lcrve affair wife to- they respect our laws and 
akhstan's privatisauoo eign investors -came last keep to their promises." 

gramme, which has 


2 * 7 ; 


A Russian cargo ship in danger off the Netherlands in 1995. The new rutea Introduce systems to help avoid accidents 


emments to delay the dead- 
line for introduction. 

They claimed that the IMO 


the world's shipping fleet 
barred from ports for failing 


ance means that pressure 
will be on shipowners with 


and the national maritime paper. 

safety authorities could not But the success of the IMO 


to have the right piece of vessels which do not meet 


the code to fall into line. 
Port safety authorities 


ted to ban or detain vessels 
which do not meet the 
code. 

The ships covered by yes- 
terday’s deadline include 


saxeiy aumorraes come not mu me success oi me uwu ron saieiy aumonues icruay s aeaoiine mciuae 
afford to see a large part of campaign to ensure compli- around the world are expec- cruise liners, passenger fer- 


ries, oil and chemical tank- 
ers. bulk carriers, gas carri- 
ers and high-speed cargo 
craft of 500 tons and more - 
a total of about 12,700 ships. 
From July 1 2002 all other 
cargo ships and mobile off- 
shore drilling units must 
comply. 

The code will require each 
ship to have a safety and 
environmental protection 
policy, well defined lines of 
communication between 
staff on the ship and ashore 
and procedures to in tonal 
audits and management 
review. 

The launch of the safety 
management code coincided 
with the introduction of 
tougher regulations govern- 
ing life-saving appliances on 
merchant ships, and rescue 
facilities on roll-on roll-off 
passenger ferries. They must 
be equipped with fast rescue 
boats and a helicopter 
pick-up area. 


THE EUROPEAN EQUITY TEAM 

Creating value for clients , shareholders and staff. 



Why themes wifl be even more 
Important post-EMU. 





A systematic analysis of 
shareholder value creation at the 
European sector level 


How to use Paretos’ Investment 
InteKgence Platform, a compen- 
dium of took designed to old the 
in vestm en t decision process. 



An evaluation of risk In the Pan- 
European context 


European company data in Euro. 


EUROPEAN EQUITY CAPITAL MARKETS ' 

2nd bookrunner of all IPO's 1997 
5th bookrunner of all European equity issues 1997. 

Bookrunner for first ever Euro-denominated convertible bond in February 1998 

EUROPEAN EQUITY BROKERAGE 

Membership of all key stock exchanges 
40 traders and sales traders located in 5 European markets plus the US 
85 analysts researching over 600 stocks covering 31 European sectors and 12 countries 
60 salesmen and account managers distributing the European product globally 
through 9 locations in Europe, North America & Asia 

GLOBAL EQUITY BROKERAGE 

Over 600 analysts, salesmen and traders located in 15 countries 
Aslan, European, Eastern European, Japanese, Latin American and Russian products 

TECHNOLOGY 

Paribas' state-of-the-art web-site gives access to a range of electronic products Induding:- 
Valuation Suite I Electronic earnings guides 
Interactive financial modelling /Value and momentum analysis 
Industrial input output analysis 


PARIBAS Thinking beyond banking 


Parses b. radiated by the SFA- for the conduct of investment business in the UJC and is a member of the London Stock Exchange. 

This adwertisttMnt is not directed to private investors and is approved by Parfeas forissuance m the United Kingdom. 

:;fi*i>as and fcaffifatas operate worldwide under the trading name Paibas. 

• Is the US , Paribas Conducts certain capital markets activities through Paribas Corporation, a US. registered broker / dealer. Member SIPC. 
For more edormaflon. pfaaae contact Parflw. 10 1 to m wutxl Avenue, London HW1 BAA. Telephone (44 171) 5952451 ■ 
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BRITAIN 


Squeeze on 
manufacturers 
grows tighter 


EUROPE REVIEW TO INCLUDE SEARCH FOR 'ALTERNATIVE TO T HE FRANC O-GE RMAN A X I S ' 

Blair orders study of EU role 


By Robert Peston, 
PoEfcal Editor 


By Robert Wrote, 
Economics Etfitor 


Manufacturers are shedding 
jobs at tbe fastest rate for 
more than five years as 
orders are hit by sterling's 
strength and the Financial 
crisis in Asia. 

The latest monthly survey 
from the Chartered Institute 
or Purchasing mid Supply 
highlights the squeeze on 
Britain's factories. Orders 
are falling at their fastest 
rate since November 1995. 

In a separate survey of UK 
finance directors, carried out 
by Reed Accountancy Per- 
sonal for Accountancy Age 
magazine, more than 40 per 
cent predicted that the UK 
economy as a whole would 
suffer a recession this year. 
Slightly more thought this 
unlikely with 15 per cent 
neutral. 

The C-1 PS noted that 
orders were falling princi- 
pally because the strong 
pound is making manufac- 
turers uncompetitive in 
other countries. Yesterday 
sterling strengthened mar- 
ginally against a trade- 
weighted basket of curren- 
cies and closed at DM3.017. 

But the institute warned 
that manufacturers were 
increasingly being priced out 
of domestic markets. "The 
survey is also providing 
growing evidence of a 
squeeze on demand in tbe 
domestic market due to 
higher interest rates and the 
inflow of cheaper imports", 
said Peter Thomson, director 
general of tbe institute. 

Official figures suggest 
that manufacturing output 
has actually been picking up 
in recent months, although 
it has fallen in each of the 
last two calendar quarters. 

Tbe latest survey from the 
Engineering Employers' Fed- 
eration. due nest Wednes- 
day. is expected to paint a 
similar picture. One official 
said that it was the bleakest 
since the EEF began the sur- 
vey four years ago. 

Manufacturing employ- 
ment dropped at its fastest 


Factory employment 

AfChasing Managers' tutor 
(seasons* adjusted 
54 
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rate since January 1993. 
according to the institute. 
Employment has been fall- 
ing gradually since the start 
of the year as companies 
have reorganised production. 

But the decline in employ- 
ment has now accelerated 
amid increased evidence that 
firms are making workers 
redundant in growing num- 
bers to cope with weaker 
demand. 

Manufacturers are endea- 
vouring to save money by 
holding fewer stocks of 
materials and components. 
This is being made easy by 
the wide availability and low 
prices of supplies. 

Tbe Bank of England’s 
monetary policy committee 
will meet next week to dis- 
cuss interest rates. 

• The Confederation of 
British Industry has warned 
ministers against any over- ; 
haul of the taxation of com- 
panies’ capita] gains amid 
signs that the government 
plans to scrap indexation, 
David Wlgbton writes. The 
CBI argues that indexation 
is necessary to prevent the 
taxation of inflationary 
gains and strongly opposes 
any move to replace it with 
tbe tapered tax rates pro- 
posed for individuals. 

Such a change would 
"greatly Increase complex- 
ity” and would create win- 
ners and losers in an “unac- 
ceptably arbitrary fashion". 


Tony Blair has recognised 
that his ambition of carving 
out a powerful role for the 
UK within the European 
Union could take 10 yeans 
and has commissioned a 
sweeping review of the UK's 
approach to the EU. 

A minis ter said it was the 
biggest exercise of its kind 
since John Major became 
prime minister in 1990. 
“Frankly, it is the sort of 
root-and-branch examination 
we should have carried out 
before taking over as EU 
president [in January]”, said 
a government member. 

Mr Blair’s last formal occa- 
sion in the British presi- 
dency was the inauguration 
of the European Central 
Bank. He reiterated that 
British membership of a suc- 
cessful single currency 
“would be beneficial to 
Britain and Europe”. 

Meanwhile, senior officials 
from the prime minister's 
office, the Treasury and the 
Foreign Office said they 
were relieved that Mr Blair 
had belatedly recognised 
that it would take a decade 
for tbe UK successfully to 
woo its EU partners. “We 
I can be a powerful influence 
in the EU." one said. “But it 
will take a lot of work over a 
long time." 

The UK would be “an 
alternative to the Franco- 




In his last formal appearance before handing over the EU 
presidency to Austria, Tony Blair speaks at the Inauguration of the 
European Central Bank this week AP 


German axis", and “not as 
powerful". One strand of Mr 
Blair's EU w»npalgn wfll be 
to increase the number of 
formal bilateral summits he 
holds with other EU govern- 
ment heads. These take 
place regularly with France 


Jury still out as 
central bank chief 
begins second term 

Eddie George’s reputation hangs on 
interest rate decisions, says Robert Chote 


and Germany, but the plan 
is to upgrade meetings with 
the Spanish and Italian gov- 
ernments to the same status, 
and possibly establish closer 
links with Poland - likely to 
be an important EU member 
after enlargement. 


Five years ta tbe fiifctg She 
UK clearing tanks’ base rata (K) 


Also under consideration 
is modelling intergovern- 
mental contacts an the 
Elysfie Treaty underpinning 
Franco-German relations, so 
that all UK ministers would 
develop ties with their 
French and German counter- 
parts. To date, only Peter 
Mandelson, the minister 
without portfolio, has 
devoted significant effort to 
cultivating contacts with 
politicians in Germany, Italy 
and France. 

Officials said it was crucial 
for the UK to demonstrate 
that it favoured closer inte- 
gration in a number of areas, 
such as foreign and defence 
policies. “It is the only way 
we Mn establish our Euro- 
pean credentials." said one. 

The policy review, being 
overseen by Brian Bender, 
head of the cabinet office 
secretariat on Europe, will 
concentrate on four areas - 
monetary union, justice and 
home affairs, defence and 
reform of EU institutions. 

Several ideas are being 
examined for inclusion in 
the informal s ummi t sched- 
uled for October to discuss 
measures to increase the 
“legitimacy'' of EU institu- 
tions. One the UK may pro- 
pose is to create a “court of 
political auditors" to criti- 
cise any EU initiative that 
unnecessarily usurped 
national responsibilities. 

BflbirU Comment, Page 17 
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BBC joins Microsoft arm 
in internet link venture 

B ss 

mro^eWeb TV set-to p box rmto a Mter . ef g',. t ?J he 
BBC to expand its internet operations. The broadcaster has 
one of the UK’s largest internet sites. . . 

The BBC’s Web TV pilot could eventually be adapted for 
use on digital terrestrial television. However, this would 
require theWtndows CE operating system to bea^i^Rri 
the set-top boxes used by subscribes to 
TVs UK trial is being run in conjunction with British Telecom- 
munications, the former state utility, which will provide inter- 
net services to connect set-top boxes to websites. 

• British Sky Broadcasting, the pay television group, yester- 
day took advantage of regulatory changes by announcing 
aareements to broadcast 17 digital channels including seven 
on material from the BBC's archives. Other agreement 
were with Raxtech and Discovery. John Capper, London 
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E ddie George began his 
second term as governor 
of the Bank of England 
yesterday, with the institu- 
tion he heads basking in the 
power it has been given to 
set interest rates. But if Gor- 
don Brown, the chancellor of 
the exchequer, has his way, 
Mr George will end his term 
as a relatively insignificant 
branch manager of the Euro- 
pean Central Bank. 

Mr George's re-appoint- 
ment to a second five-year 
term was announced in Feb- 
ruary. It ended months of 
speculation that Mr Brown 
would replace him, following 
their falling-out early in the 
Labour government’s term 
of office. Having gratefully 
accepted the power to set 
interest rates within days of 
the general election, Mr 
George was dismayed at the 
precipitate fashion with 
which the Bank was stripped 
of responsibility for supervi- 


sing the banking system. 

But the British model of 
central bank independence 
does not give Mr George the 
personal responsibility for 
interest rates that, for exam- 
ple, his New Zealand coun- 
terpart Don Brash enjoys. 
Neither does Mr George 
wield the informal authority 
aver the Bank’s monetary 
policy committee that Alan 
Greenspan has achieved in 
the US Federal Reserve. 

Having said this, Mr 
George has been on tbe win- 
ning side in every vote on 
interest rates so far. The 
monetary policy committee’s 
decisions were unanimous 
throughout last year, but on 
two occasions this year Mr 
George bas had to use his 
casting vote to prevent rates 
from rising. Rates finally 
rose again last month, with 
Mr George assumed to have 
changed his mind and voted 
with the majority. 


Mr George was educated at 
Cambridge University and 
has been a career Bank offi- 
cial since 1962. After moving 
steadily through the Bank's 
hierarchy, his appointment 
as deputy governor in 1990 
was a matter of suspense 
rather than surprise. His 
ascent to the governorship 
in 1993 raised more eyebrows 
because the top job had typi- 
cally gone to an outsider. 

In the new monetary pol- 
icy framework, the jury 
remains out on Mr George’s 
judgment Critics argue that 
he epitomises a “bias 
towards inaction", display- 
ing undue deference to 
financial market opinion and 
refusing to back a precau- 
tionary rise in rates for fear 
of having to backtrack. 

The reputation with which 


awtatoWtaiMr 


Mr George emerges from his 
second term will inevitably 
depend largely on the Bank’s 
interest rate decisions over 
tbe past year and the coming 
one. With Mr Brown having 
denied any significant role 
for fiscal policy in managing 
economic activity, these will 
determine whether Britain’s 
economy enjoys a hard or 
soft landing from its over- 
heated state. 

But Mr George's place in 
the history hooks will also 
depend on the role he plays 
in deciding whether Britain 
should embrace Europe's 
looming single currency. 

He will have an important 
influence, not least on the 
unresolved issue of how 
Britain achieves the 
required exchange rate sta- 
bility before entry. 


Funding cut is feared 

Gordon Brown, chancellor of the exchequer, has been warned 
by business leaders not to cut funding for the Department at 
Trade and Industry following reports that the department is a 
target for cuts In the government’s detailed spending review. 

Adair Turner, director general of the Confederation of British 
Industry, the UK’s main employers' organisation, has w ritten 
to Mr Brown urging “caution in seeking savings" from the 
business support budgets of the DTI and Foreign Office. Mr 
Turner pointed out that the budgets were very smafl relative 
to total government spending but were of “vital importance" 
for business. 

Mr Turner's tetter comes amid reports that t he Tre asury is 
looking for savings from a number of DTI programmes includ- 
ing regional selective assistance. MPs have been warned of a 
threat to the entire £l30m ($21 7m) English RSA budget which 
subsidises job-creating Investments. 

But officiate said any moves to cut English funding would 
rekindle anger about allegedly unfair competition from inward 
Investment agencies in Scotland and Wales which have sepa- 
rate budgets. David Wighton, London 


NUCLEAR PLANT SAFETY 

Ministers not told of criticism 

Government officials failed to inform ministers about a scath- 
ing report into a Scottish nuclear plant, it was disclosed last 
night The report about the Dounreay plant by the health and 
safety executive was written in June last year, and a copy 
passed to the trade and industry department 

However, John Battle, energy minister, who has defended 
the plant’s safety record, was informed about the report ortfy 
this month by another minisfry. He criticised the HSE for fad- 
ing to release it quickly. 

in February this year, Tony Blair, the prime minister, end Bill 
Clinton, the US president had concluded a secret deal in 
which Britain agreed to reprocess nuclear material at Doun- 
reay from Georgia in the former Soviet Union. 

The HSE report which focused on the Dounreay’s fuel 
cycle area, said some parts of toe plant were “awash with 
racfioactive waste”. It added that safety mechanisms were not 
an estabfished concept at the plant 

Alex Safmond, Scottish National party leader, whD has been 
accused of scaremongering about Dounreay by Mr Blair, said 
it was extraordinary that officiate had not alerted mmEters to 
the report before Britain agroo d to take the nuclear material 
from Georgia.The report was released by the HSE on June 15 
only after the DTI ordered Dounreay not to take on any more 
commerc ial reprocessing work. 

Commercial reprocessing wffl stop when existing contracts 
are completed and the plant has finished reprocessing 1-1 
tonnes of fuel from its reactors, which are being decommis- 
sioned. The plant will also reprocess 5kg of highly enriched 
uranium it received in April from Georgia. There was evidence 
later of friction between the Foreign Office and the Depart- 
ment of Trade and Industry about notification withmg the gov- 
ernment of the Georgia deaL A ndrew Parker, London 
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Multinationals 
‘ill-prepared for 
tax shake-up’ 


Arms export curbs to be tougher 
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By Jbn KeSy, 

Accountancy Correspondent 

Less than than a quarter of 
multinational companies are 
ready to comply with a cru- 
cial part of the UK’s new 
self-assessment tax system 
for companies, due to start 
today - according to 
research conducted by the 
University of Southampton. 

Based ou questions to SI 
multinationals operating in 
the UK. the research found 
only 24 per cent were able to 
declare from today that their 
profits were drawn up in 
accordance with new rules 
on transfer pricing, which 
come into force with self- 
assessment. 

“Transfer pricing has 
become the single most 
important current tax issue 
for multinationals, and we’re 
concerned that they aren't 
as prepared to comply with 
the new rules as they think 
they are,” said Bob White, a 
partner with Deloitte & 
Touche, the accountancy 
firm, which supported the 
research. 

Transfer pricing rules 
govern the way multination- 
als charge for Internal ser- 
vices and goods between 
countries - In effect allocat- 
ing taxable profit to their 
different tax regimes. 

The rules are part of cor- 
porate tax self-assessment - 
a new system for company 
tax which enables the Reve- 
nue to develop a system sim- 
ilar to that In the US. allow- 
ing a concentration of 
resources into investigation 
and compliance. The Reve- 


inqulry into tax returns, 
while the taxpayer has more 
obligations to keep documen- 
tation. The Revenue believes 
the new system simply 
develops the current regime 
- called CT Pay and File - 
introduced in 1993. It says 
the new system Is more effi- 
cient, easier to use. and 
empowers taxpayers. 

Under corporate self- 
assessment companies have 
to file a tax return declaring 
that their transfer pricing 
calculations are in accor- 
dance with tbe “arm's length 
principle" - that charges are 
made within the group as if 
to a third party. This is sup- 
posed to ensure each coun- 
try gets a fair share of a mul- 
tinationals' profits as fa* I 

“There is every indication 
that the Inland Revenue 
intends to police the new 
regulations and associated 
penalty regime vigorously, 
and so to avoid the risk of 
tax-geared penalties for non- 
compliance many companies 
have a lot of work to do," 
said Mr White. 

The Revenue suspects 
some companies use transfer 
pricing to avoid being taxed 
In countries with high corpo- 
ration tax rates. 

• Companies that show 
assets on balance sheets at 
overblown values will be 
forced to restate them and In 
some cases set the difference 
against profits under new 
rules published today by the 
Accounting Standards 
Board. The rules will pre- 
vent companies claiming 
they can leave assets 
untouched because the fall 


By Alexander NfcoH, 

Defence Correspondent 

Parliamentary scrutiny of 
defence export controls will 
be stepped up under British 
i government proposals 
Intended to avert scandals 
such as the arms-to-Iraq 

affair 

A government paper on 
strategic export controls was 
published yesterday by Mar- 
garet Beckett, chief industry 
minister, as part of the gov- 
ernment’s response to criti- 
cisms of existing legislation 
by Sir Richard Scott in his 
1996 report on the sale of 
weapons to Iraq. 

The government presented 
the proposals more as a mod- 


ernisation of an outdated 
framework of the law under 
which controls are applied 
than as a tightening of its 
approach to arms sales. That 
was set out last year in its 
ethical foreign policy guide- 
lines. 

Sir Richard recommended 
rapid replacement of a struc- 
ture, created in 1939, “under 


alation and every applica- 
tion for an export licence 
subject to parliamentary 
scrutiny. 

It suggests that an “export 
of goods control order" - the 
type of regulation under 
which controls are applied - 
should be subject to revoca- 
tion after coming into force 
if parliament passed an 


which government has an' order to annul it wi thin 40 
unfettered power to impose parliamentary days. 


whatever export controls it 
wishes and to use those con- 
trols for any purposes it 
thinks fit". Its powers should 
be subject to parliamentary 
approved, he said. 

The paper rejects as 
impractical the idea of mak- 
ing every export control reg- 


A1 though rejecting parlia- 
mentary examination of indi- 
vidual cases, ministers 
stressed they remained com- 
mitted to greater openness. 

Lord Clinton-Davls, trade 
minister, said a planned 
annual report on arms 
exports, the first of which is 


due to be published shortly, 
will have greater clarity 
than previous statistics. 

Among specific measures 
in the government paper are: 

• Tighter controls on trans- 
fers of technology for weap- 
ons of mass destruction. 

• Electronic transmission 
of documents to fall under 
export licensing require- 
ments. The government is 
also considering restrictions 
on the publication of sensi- 
tive information on the 
internet. 

• Increased restrictions on 
trafficking and brokering of 
aims for countries subject to 
arms embargoes. 

• An appeals process after 
refusals of licences. 


OUT-OF-COURT SETTLEM ENT FO RMER CHIE F OF SPEYHAWK AGREES TO PAY FIRM $5M 

Developer apologises to ex-partner 


oue has increased powers of in value is temporary. 


By Nonna Cohan, 

Property ConespoBdent 

Trevor Osborne. the 
flamboyant British pr operty 
developer who ran Spey- 
hawk, which collapsed In 
1993 with over £350m ($S85m) 
of debts, bas issued a star- 
tling “public apology" to his 
former joint venture partner 
In settlement of a civil law- 
suit alleging Mr Osborne had 
diverted investment opportu- 
nities from the venture to 
his own private companies. 

In an agreement signed on 
June 25, Mr Osborne has 
also agreed to pay his joint 
venture partners. Pell 
Frischmann Group, a lead* 
bag firm of consulting engi- 
neers. a a tun of £3.im. 
Including legal fees, and 
band over to it his 50 per 
cent holding in the joint ven- 
ture. known as Hawk. 

The agreement follows 


months of court hearing* in 
London following a writ filed 
last November by Dr Wilem 
William Frischmann. It 
alleged that Mr Osborne had 
breached his fiduciary duties 
as director of the Joint ven- 
ture and bad taken records 
and documents from Hawk’s 
offices. 

In an out-of-court settle- 
ment of the case, the agree- 
ment says: “Trevor Osborne 
expresses his public apolo- 
gies for the trouble he has 
caused the Pell Frischmann 
Group and to Dr W Frisch- 
mann, chairman of the 
group.” 

Mr Osborne, a former 
chairman of the British 
Property Federation, was 
executive chairman of Hawk 
and had day-today manage- 
ment responsibility, accord- 
ing to the writ The 30-page 
writ acknowledges that some 
terms of the joint venture 


arrangement had been orally 
agreed. However, among the 
terms agreed in writing are 
that neither Mr Osborne's 
company, Trevor Osborne 
Property Group (TOPG). nor 
Pell Frischmann would offer 
employment to the directors 
and employees of Hawk 
without the other's consent 

The writ then details eight 
separate deals in which Mr 
Osborne is alleged to have 
instructed employees of 
Hawk to Investigate possible 
property development pro- 
jects, and make enquiries 
under the name of Hawk. 

However, when Hawk 
would win the contract, the 
devel opment project was 
entered into with one of a 
series of private companies 
based at Mr Osborne’s home 
address, or with another 
company in which he had 
partial control. 

The writ says that in 1996, 


a Hawk employee was 
informed by an estate agent 
of the firm Puridss Hanra- 
han Property Ltd. about a 
site in Newman Street in 
London's West End which 
was about to become avail- 
able for redevelopment and 
for which there was an inter- 
ested prospective tenant. 

Hawk employees then 
entered negotiations with 
the prospective tenant so 
that a formal offer could he 
made, the writ alleges, citing 
correspondence. But on 
November 18, Puridss Hanra- 
ban made an offer to pur- 
chase the premises on behalf 
of TOPG. 

In none of the instances 
cited in the writ did Pell 
Frischmann participate as 
an investor, but simply 
obtained the development 
and project management 
contract for which it earned 
a much less lucrative fee. 
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MANAGEMENT SUNBEAM CORPORATION 


The burial 
ground of 

reputations 


’ A series of hotshot 
managers has failed at 
the US kitchen 
appliances group. Tony 
Jackson asks why 

Rl Warren Buffett put it best: 

H 0 i3~Wben a management 
with a reputation for bril- 
liance tackles a business with a 
reputation for poor fundamental 
economics”, wrote the sage of 
Omaha In 1981. "it is the reputa- 
tion of Lbe business that remains 
intact" 

The recent sacking of AJ Dun- 
lap as bead of Sunbeam Corpora- 
tion illustrates the point to per- 
fection. When Mr Dunlap took on 
the job two years ago. he was the 
most feared and revered turn- 
round specialist in America. His 
reputation is now in tatters. 
What about the company's? 

Sunbeam is hardly the stuff of 
headlines. With revenues of $lbn 
and a market value of a similar 
amount, it is an old-established 
US manufacturer of pop-up toast- 
ers. waffle makers, electric blan- 
kets and the like. And over the 
years, it has proved a managerial 
graveyard. 

Consider the history. As an 
independent company. Sunbeam 
was in decline by the late 1970s. 

It was duly taken over by an old- 
style conglomerate, the farmer 
steel company Allegheny Interna- 
tiona], in 1981. 

Its new owner apparently bad 
much to offer. It already had a 
European domestic appliances 
business which could help Sun- 
beam expand overseas. Nor was 
it short of managerial talent. In 
the early 1980s. Sunbeam's 
□on-US business was run by 
Christopher Lewinton, later the 
highly successful boss of the LJK 
engineering group TI. 

But the era of the conglomer- 
ates was over. By the late 1980s 
Allegheny was struggling, not 
least because of its debt burden 
from buying Sunbeam. In 1988 it 
went bust. 

This opened the way for the ; 
next corporate fashion, the Wall : 


Street hotshot Paul Kazarian, an 
ex-Goldman Sachs investment 
banker, bought Sunbeam in 1989, 
and took it public three years 
later. Profits recovered, but Mr 
Kazarian's aggressive managerial 
style raised hackles. In 1993, after 
a protracted legal battle, he was 
fired. 

Enter the professional execu- 
tive. Roger Schipke, who arrived 
in August 1993, bad just spent a 
brief spell as boss of America's 
largest housebuilder, Ryland. But 
he was also a 30-year veteran of 
General Electric, that traditional 
school of executive talent, and 
had spent the 1980s running GE's 
domestic appliances business 
worldwide. 

Three years later, with sales 
dwindling and the company in 
loss. Mr Schipke resigned. He 
was promptly succeeded by Mr 
Dunlap, who lasted just under 
two years before being fired. 

The conglomerate, the finan- 
cier, the career manager and the 
cost-cutter: Sunbeam has 

endured them all and seen them 
all off. What is to be done with 
such a company? 

Sell it might seem the obvious 
answer. But that bas been tried 
before. Mr Dunlap put it on the 
block last year, only to find his 
reputation had driven the stock 
so high - for a while, anyway - 
that no one would buy. 

In tact. S unbeam was bid for a 



it had bought from the wily Gen- 
eral Electric in 1984. proved dis- 
appointing. Last week it sold it to 
a much smaller Florida rival, 
Windmere-Durable. complaining 
of its “inconsistent results and 
generally low returns". 

This tells us what we might 
have guessed already. Sunbeam's 


The conglomerate, the financier, the 
career manager and the cost-cutter - 
Sunbeam has endured them all, and 
seen them all off 


decade ago by another player in 
the small-appliances game, the 
power tool maker Black & 
Decker. The 5260m offer, made at 
the time of Allegheny’s bank- 
ruptcy. was turned down by the 
creditors as too low. 

The telling part lies in the 
sequel. Black & Decker's own 
small -appliances business, which 


basic problem is that it is in a 
lousy industry. Kitchen appli- 
ances may not be quite as bad as 
TVs and radios, which the big US 
manufacturers got out of years 
ago. But they seem headed in the 
same direction. 

Is the answer to make some- 
thing else? That bas been tried 
too. In the 1990s alone. Sunbeam 


branched out into breadmaking 
machines and coffee makers, and 
bought its way into bathroom 
scales and barbecue grills. 

This was taken to its height by 
Mr Dunlap, who at the time he 
was fired was clinching some 
$2.5bo worth of acquisitions in 
camping gear and smoke alarms. 
As a result Sunbeam, yet again 
in loss, said last week it was 
about to breach its covenants on 
bank debt of $1.7bn. 

The only answer, it seems, is to 
stick with the job in hand. Sun- 
beam. after all, claims to be num- 
ber one or two in most of its 
existing markets. But is it too 
late? Before and during Dunlap's 
regime, Sunbeam’s costs were ris- 
ing while revenues feLL Hence Mr 
Dunlap’s attack on overheads, 
which took out half the work- 
force and most of Sunbeam’s 
plants. 

But as Donald Reinertsen - a 
US specialist in new product 
development - argues, Sun- 
beam's real problem may be one 
of revenue. The older the prod- 



,’v' '-OsNiIRT* 




Sweeter taste ”SSSS 

for P !t P » Cked Wild flower may 

grapefruit juice alcoholics 


net, the lower the price it can 
command. “If you defer working 
on new products”, be observes, 
“you probably get a quick hit on 
profitability. But margins get so 
thin that you can't keep afloat” 

How Sunbeam now proposes to 
address this is unclear. The com- 
pany was not available for com- 
ment - unsurprisingly, since it 
feces a blizzard of lawsuits horn 
irate shareholders and is having 
its accounts examined for irregu- 
larities by the US authorities. 

With Mr Dunlap gone, the poi- 
soned chalice has passed to Jerry 
Levin, who works for the US 
financier Ronald Perelman. 

Mr Perelman is one of Sun- 
beam's biggest shareholders, hav- 
ing sold it the camping company 
Coleman for $2bn in cash and 
shares. A former employee of the 
food group Pillsbu/y. ha has 
since run Coleman and another 
Perelman property, the cosmetics 
company Revlon. In one respect, 
though, he should feel thor- 
oughly at home. Coleman, like 
Sunbeam, is in loss. 


A Brazilian food scientist has 
devised a lining that can 
significantly reduce the bitterness 
of packaged grapefruit juice. This 
so-called “active" packaging, 
which was developed at Cornell 
University, uses a layer of 
enzyme-coated film 
to prevent food from deteriorating 
during storage. 

The thin ceflulose-acetata layer 
of film on the inside of the 
packaging contains an enzyme 
called narirtginase, which acts on a 
compound called naringin that 
gives citrus fruits their bitter taste. 
By reducing the levels of naringin, 
the grapefruit juice was made to 
taste sweeter. 

Cornea University: US, tel 
6072553290: e-mafl 
bpf2GcomeB.edu 

Rats raise tissue 
repair hopes 

Scientists at the Weizmann 
Institute in Israel have helped 
paralysed rats partially regain the 
use of their hind legs, in a study 
that might eventually have 
, implications for paraplegics. 

Normally, mammals are able to 
repair injuries to only peripheral 
nerves. When the central nervous 
system is damaged, the immune 
system does not function in its 
normal way to help heal damaged 


Wild flower may 

help alcoholics 


This month's issue of Nature 
Medicine reports that in a series of 
experiments with rats, the 
researchers managed to stimulate 
the damaged central nervous 
system. 

This activated immune celts, 
which were then able to create a 
growth-inducing environment 
around the damaged tissue. After 
the treatment, the rats were able to 
move their hind legs independently 
and several animals were even 
able to place their weight upon 
them. 

Further research is necessary to 
determine whether the new 
treatment would work in “higher” 
animal s such as humans. 

The Weizmann institute has 
entered a licensing agreement with 
Proneuron Biotechnology, a 
start-up company, covering the 
technology. 

Weizmann Institute: Israel, tel 


St John's wort Is a wild flower that 
is widely prescribed for its 
anti-depressant properties in 
countries such as Germany. Now 
researchers befieve that ds active 
ingredient - hypericin - may also 
be effective in treating alcoholism. 

Scientists at the University of 
Northern Carolina at Chapel Hill 
found that the alcohol intake of 
rats that had been selectively bred 
to prefer alcohol to water fell by a 
half when they were treated wrth __ 
hypericin. The researchers said ( 
they were optimistic that the 
compound would work with human 
alcoholics. 

University of North Carolina: US. tel 
9199628596: e-maO. 
rdtoUdsGama8.unc.edu 

Nasa spin-off 
to track trucks 

| A software program that was 
originally developed by Nasa m an 
effort to cope with the vast amount 
of data generated by space 
experiments is now being used to 
help businesses track the 
movements of vehicles in large 
fleet operations. 



Commercial spin-off: a shuttle launch 

The Systran can be used to 
monitor the location of large 
numbers of vehicles, each of which 
has a communication device that 
transmits a signal (o base station. 

The software was adapted to j 
track vehicles instead of 
information by AVL Systems cf 
Huntsville, as pari of Nasa’s policy 
of developing spin-offs. 

Nasa: US. tel 25&5440Q&: 
jerry.bergGmsfcjTasa.gov 

Vanessa Houhter 


TECHNOLOGY DEVELOPMENTAL BIOLOGY 



Every Sunday at 6.30pm. (19:30CET.) 

The companies making waves today aren't the ones playing by the old conventions, introducing 3 new show on 
CNN that showcases business success stories borne of inspiration, creativity- and uncommon business leadership. Hosted by 

Lou Dobbs,, broadcast worldwide. 
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Embryonic idea mends 
age and disease damage 


Victoria Griffith looks at new research in a field that may lead 
to treatments that could slow or halt these processes. It is 
attracting a strong scientific following 


Swiss researchers 
recently severed a 
part of the brain stem 
of a batch of laboratory rats, 
thus preventing them mov- 
ing their front paws. But 
when the rate were Injected 
with a drug treatment, they- 
could once again climb ropes 
and grasp food pellets. 

The experiment, described 
in a recent issue of Nature 
magazine, represents some 
of the first evidence that a 
new research field called 
“developmental biology" 
might work. 

Developmental biology 
would, in theory, provide the 
tools not only to slow, or 
halt, the progress of debili- 
tating diseases such as Alz- 
heimer’s, rheumatoid arthri- 
tis and multiple sclerosis, 
but it would also allow scien- 
tists to repair the damage 
already done - treatment 
that up till now has been 
impossible. 

The field of developmental 
biology is gaining a strong 
scientific fallowing. Eli Lilly, 
the pharmaceutical com- 
pany, and the US-based bio- 
technology groups Amgen, 
Genentech., Progenitor and 
Genetics Institute are all 
dedicating research funds. In 
Europe, Artemis Pharmaceu- 
ticals, DevGen and Hexagen 
are using the platform for 
drug discovery. Ontogeny, 
based in Cambridge, Massa- 
chusetts. was formed solely 
to study developmental biol- 
ogy with the hope of produc- 
ing new treatments for brain 
diseases, heart conditions 
and osteoporosis. 

The premise is that with 
enough knowledge, scien- 
tists can imitate the creativ- 
ity of the embryo. During 
the first two trimesters of 
pregnancy, the foetus cre- 
ates the tissues necessary to 
survive after birth. The 
brain, heart, liver and kid- 
neys all begin to function. 

That creative impulse Is 
never repeated. During 
childhood, and even in the 
last months of pregnancy, 
organisms simply add mass. 
Humans physically stabilise 
on reaching adulthood, and 


somewhere around mid-life 
begin the ageing process in 
which organs decay and 
gradually cease to function. 

If drug treatments could 


body - or. on the flip side, 
which are responsible for 
shutting down growth. The 
rat experiments neutralised 
molecules that inhibited 


reignite the mechanisms of growth of new brain cells. 


early development, research- 
ers believe they could defeat 
myriad diseases. People with 
osteoporosis could grow 
stronger bones, stroke vic- 
tims could regain brain func- 
tions and multiple sclerosis 
sufferers could recover their 
motor skills. 

Even cancer could be con- 
trolled. by turning growth 
molecules off rather than on. 
“I think, of developmental 
biology as a control 
switch,” says Doras Platika. 
chief executive of Ontogeny. 

For the new paradigm to 
be of any use. scientists 
must discover which mole- 
cules are responsible for the 
organisation of the human 


“It’s the inverse of what 
mast people in the field are 
trying to do, but the meth- 
ods are closely related," says 
Martin Schwab, a researcher 
at the Institute for Brain 
Research in Zurich. 

Progress Is being made. 
Ontogeny has patented the 
molecule associated with 
neurological growth, and a 
treatment based on the mole- 
cule - being developed in 
partnership with Biogen, the 
biotechnology group - Is 
now in clinical trials. 

Genentech Is in the early 
stages of identifying some of 
the mechanisms involved in 
Parkinson’s disease and dia- 
betes. Earlier this year. Pro- 



genitor discovered the del-l 
gene, involved in the devel- 
opment of blood vessels. 

"Developmental biology 
depends on our knowledge of 
, genomics to help us identify 
the activating molecules.” 
says Douglass Given, chief 
executive of Progenitor. 

While scientists are mak-/ 
ing headway, they warn- that-; 
research is still in the early 
stage. "We've made a lot of 
progress in understanding 
mechanisms at work.” says 
Amon Rosenthal, a scientist 
at Genentech. “But in no 
case have we been able to 
recapture the development 
process in vitro." 

One problem is that the 
formation of organs in the 
body is unlikely to be attrib- 
utable to a single molecule. 
More likely, groups of mole- 
cules are involved, making 
researchers' work more com- 
plicated. Another hurdle is 
that scientists are not sure ; 
how many unformed cells 
are available for tissue for- 
mation in the adult human 
body. Unformed cells - or 
stem cells - are like an 
empty canvas waiting for 
the artist, in this case the 
growth molecules, to turn it 
into a p ainting 
“But once a cell is commit- 
ted. you can't turn it into 
another type," says Andrew 
McMahon of Harvard Uni- 
versity. Research in the 
early 1990s confirmed that 
stem cells were, indeed, pres- 
ent in the human brain, „ 
“But they are probably thereWS 
in very small amounts, mak- 
ing our job more difficult." 
says Dr Schwab. 

Most people involved in 
the field believe it will be at 
least five years before any 
drog based on develop- 
mental biology comes to 
market. Yet because opti- 
mism has not yet been sty- 
mied by too many experi- 
ments gone wrong, scientists 
are dreaming big dreams. Dr 
Platika believes growth mol- 
ecules could one day be used 
to slow the ageing process 
by replacing decaying tissue. ■ 
The next few years a reaL- 
almost bound to be full ofSr 
setbacks For the new tech- 
nology. Still, it presents a 
promising new way to para- 
digm for the treatment of a 
host of diseases. 
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WORLD CUP 


— - ^-?f..l * ER D0PEY BY name BUT CRUCIAL TO TEAM’S SAME 

* Captain Dunga 
calls the shots 


Tim Vickery explains why Brazil’s virtuoso 
players need their fearsome conductor 






Carlos Verri owes his 
nickname to Snow White 
and the Seven Dwarves - 
• Dunga Is the Portuguese ver- 
sion of Dopey. Right film, 
wrong dwarf. As he stomps 
truculently across the mid- 
field, Brazil’s captain is usu- 
ally Grumpy, sometimes 
Angry and occasionally 
Downright violent 

In Brazil’s second World 
-Cup game against Morocco, 
the impression that some of 
Its colleagues had lost con- 
centration was enough to 
cause Dunga to explode. He 
seemed on the verge of 
attacking Be bet o until the 
pair were separated. 

This abrasive style of lead- 
ership seems to be a perma- 
nent ingredient In the Brazil- 
ian mix. Without a 
heavy-handed approach, the 
theory goes, Brazilian teams 
are always likely to disinte- 
grate into a band of direc- 
tionless individuals. The fail- 
ure to win the 1950 World 
Cap, held in Brazil was gen- 
erally attributed to a lack of 
moral fibre. A strong leader, 
it was concluded, was 


the potency of thin argu- 
ment Nose of the giant tal- 
ents of this vast country has 
been the first to lift the tro- 
phy. Not Pele, Garrincha, 
Zico, nor even the- tactical 


middle-class Ral began USA 
94 with the captain’s arm- 
band, but it was soon appar- 
ent that Donga was the dom- 
inant figure. Brazil were 
worried about their tempera- 
mental striker Romarlo. The 
solution: make him room 
with Dunga, who came down 


m ast e rminds Did! and Ger- hard on an y frflTMjp-ftagfap 
sou. In 1958, Brazil were led and helped coax Romarlo 


by Bellini, a strapping 
centre-half. His successor 
both as player and skipper 
was Maura, who took the 
honours in 1962. 

The greet 1970 side were 
captained from right-back by 
Carlos Alberto, widely 
remembered for scoring the 
sublime last goal in the 
final In Brazil, though, bis 
contribution in taking out 
England’s Francis Lee has 
also not been forgotten. 
England were taking charge 
of the crucial group game 
when Lee, going for a loose 
ball kicked Brazil's goal- 
keeper. 


into keeping- hie mfn/^ fn the 

Job. 

His role in haranguing 
both team-mates and referee 
is by no means the only rea- 
son that Brazil are so depen- 
dent on their captain. Dun- 
ga' s skill at playing the ball 
out of defence with great 







goals In four games they 


precision is a vital part of were bundled out of the coro- 


Brazfl’a pun^. 

Yet praising Dunga for his 
ability on the ball would 
have been inconceivable a 
few years ago. When he 
broke bitn the national 
at the end of the 1980s, the 
Brazilian press singled him 
out as the symbol of a new. 


Carlos Alberto's duties as' depressing age. "The Dunga 
captain included revenge Bra" promoted European- 


attacks. His brutal fool on 
Lee ended the striker’s effec- 
tiveness, and was seen as a 
turning point in the game. 
The skipper was also suffi- 
ciently imposing to tell Pele 


needed to keep order. dently imposing to tell Pi 

A glance down the list of it was time to step idling. 
Brazilian World Cup- Then, four years ago 
winning captains underlines was Dunga ’s turn. Nit 


style pragmatism over the 
traditional national virtues 
of flair and improvisation. 

Brazil arrived at the 1990 
World Cup with the full par- 
aphernalia of sweepers, 
wing-backs mil Dunga in the 


Then, four years ago it holding role. It was a dlsas- 
was Dunga ’s turn. Nice, ter. After seating fust tour 


petition by Argentina, audit 
was Dunga who took the 
blame. 

He responded in typically 
workmanlike fashion, con- 
tinually hmitip H* tech- 
nique at his club first in 
Italy, then Germany and cur- 
rently Japan. 

While Dunga was earning 
his living around the world, 
the chaos of domestic Brazil- 
ian football came to his res- 
cue. With players changing 
clubs every six months, no 
time to train because of the 
heavy match schedule, and 
certain In the knowledge 
that three straight defeats 
would see them out of a Job, 


Brazilian coaches went 
safety first 

All dub sides now field 
two destroyers in the centre 
of midfield, who are expec- 
ted to close down the opposi- 
tion and whenever possibl e 
commit fouls to disrupt the 
counter-attack. They are not 
expected to give telling 
passes. The upshot is that 
Brazilian football Is no lon- 
ger producing the complete 
midfielder such as Zlto (1958 
and 1962) or Clodoaldo (19791 
who could both win and use 
the ball 

So, Brazil need Dunga to 
launch their moves. They 
attack through full-backs 
Cafu and Roberto Carlos, 
who work much more on 


SUPPORTERS F^NCEJREATHES SIGH OF RELIEF AS ENGLAND FANS GO HOME _ 

‘Les hooligans’ beat a retreat 


Speed than skill Unless they 
receive quick passes the 
opposition can neutralise 
their speed by getting men 
behind the b*u. and Brazil 
are that much less effective. 

Dunga's position in the 
Brazilian hierarchy has been 
strengthened by the team's 
performances without him. 
In the 1996 Olympics, for 
which be was not selected, 
Brazil were beaten by 
Nigeria despite leading 3-1 
with 20 minutes logo. At the 
end of April this year, with 
Dunga suspended, Brazil lost 
at home to Argentina far 
more emphatically than the 
1-0 scoreline would suggest 

Dependence on a 34-year- 
old midfielder is always a 

2002 WORLD CUP 


risky strategy though, as the 
next few days could show. 
As long ago as 1996 Dunga 
was already looking a spent 
force at the end of the Copa 
America. After a fine tourna- 
ment he found it hard to 
keep up with the Uruguay 
midfield in the final, and 
Brazil lost on penalties. 

From now on In the World 
Cup the games come round 
more quickly, and they are 
tenser, tighter affairs as the 
standard of opposition 
improves. There is a danger 
of Dunga becoming a foot- 
balling “El Cid” - the cap- 
tain strapped to his boots 
and sent out to boost morale 
while the player has nothing 
left to offer. 


David Owen and Patrick Harverson bid 

an unfond larewell to the ‘mindless many’ 


It could have been a lot 
worse. Nevertheless, much 
of France will have breathed 
a sigh of relief on Tuesday 
night when Carlos Roa saved 
David Batty's penalty to 
knock England out of the 
World Cup. “Les hooligans" 
would be going home for 
good. 

Nowhere will this- relief be 
greater than in Marseilles. 
This was the setting for the 
worst scenes of violence 
involving England support- 
ers and is where the team 


for some of the tattoo- 
bearing, largely shaven- 
headed hordes to leave the 
locals with a few reminders 
of their passage. 

The first flashpoint was in 
the stadium itself, where 
segregation between rival 
fan« was far from, satisfac- 
tory. Twice - after Gabriel 
Batistuta's early penally and 
again at fixe end - a few 
dozen England supporters 
started aggressively taunt- 
ing and, in same cases, run- 
ning threateningly towards 


if- ^ 
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Big brothers 
turn cool over 
poor relations 



would have flayed their Argentine fans in nearby' 
quarter-final if their rear- seats. Thankfally, the red- 


guard action against Daniel 
PassareOa’s gifted' team hafl 
reaped its deserved regard. 


shirted stewardS managed to 
keep the situation under 
control and avert what could 
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I Fifa, football’s governing 
body, may boast that it has 
more members than the 
United Nations, and France 
98 may be the largest World 
Cup yet with its 32 teams, 
but once again the estab- 
lished powers are dominat- 
ing football’s biggest stage. 

All the quarter-finalists 
come from either Europe or 


tournament, to be co-hosted 
by South Korea and Japan. 

Bertf Vogts, the German 
coach, has already argued 
for more European teams to 
be allocated places in 2002. 
“European soccer is the win- 
ner Of this World Cop, while 
Asia and Africa are the big 
losers,” he said last week. 

The Asian countries prob- 


! ARGENTINA 


South America, and Six of ably have the most to fear. 


But it would have been have turned into a wore gen- 
shared by the citizens trf eral attack- 
Toulouse, Lens and Saint- Another flashpoint came : 

Etienne, where rebgunri can.. . later: in . pleasant, tree-lined Flashpoint: Bigtaod fan* bum the Timtohn flag before the groiqi match in MaraeOes 



/After things had calmed 
down, one young Saint- 


tested their other matches: Place JeaxxJaurfis In the cen- 
to the first two cases to par- txe of town where, prior to. / After things had calmed 
ticular, the English fans’ the match, a surprisingly down, one young Saint- 
arrival coincided with the -convivial mood prevailed Etienne resident suggested 
transformation of the venues with beer being sold in plas- local youths bad taunted 
into virtual fortress towns, .tic beakers from tents beside England supporters, prampfc- 
“lt makes you sick to your fixe tramlines; In the after- ing the m to reply with vio- 
stomach." said Roaalyne nwth of England’s defeat, lance. They had done the 
Falce. a middle-aged Lens however, the atmosphere same when the Scots we reto 
resident, gesturing at the was very different. Chaos town for their match with 


into virtual fortress towns. 

"It makes you sick to your 
stomach." said Roaalyne 
Falce. a middle-aged Lens 
resident, gesturing at the 
shuttered shop fronts the 
day En glan d took on Colom- 
bia to the small northern 
town. “On Fridays the shops 
are usually buzzing, but now 
everything is shut" 

In Toulouse, the annual 
music festival, the biggest 
outdoor party of the year, 
lmd to be postponed for fear 
that English fans, to town 
for the match against 
Romania, would ruin it. 

to Saint-Etiezme, a tough, 
industrial city in central 
France, there was stfll time 
before the coaches and 
trains pulled out in the early 
hours of yesterday morning 


was very different. Chaos town for their match with 
reigned, with bodies chorg-. Morocco, he said, but the 
ing around to all directions Scats had ignored them and 
and the air full of shoots and there was no trouble, 
the sound of breaking glass. Another more excitable 
Four groups appeared to group of youths c laim ed the 
be Involved: crasb-halmeted “hooligans” had “thrown 


En gland s up porters, prompt- Bkrfly to be the sort of hostflr 
ing them to reply with vio- lty between E ng l an d fans 
lence. They had done the and those of north African 
same when tha Scots were in origin that was a feature of 


said. Tm handicapped so I fans said they had been able 
cant run." to buy tickets from “Flench 

Evidently, one lasting leg- . lads" for about £100, whereas 
acy of this World Cup seems the “greedy Arabs" had been 


and the air full cf shouts and 
the sound of breaking glass. 

Four groups appeared to 
be Involved; crasfrhelmeted 
riot police trying to reassert 
. control; posses of England 
fling, , mostly trying . to stay 
out of harm's way, groups at 
local youths, mainly of north 
• African origin; and, of 
course, camera crews. 

. Such was the confusion, it 
was Impossible to be sure 
what had sparked the 
flare-tip. What was ce rtain 
was that do striped Argen- 
tina shirts were in. evidence. 


the clashes in Marseilles, 
when supporters burnt the 
Tunisian flag. 

En gtiah pundits may con- 
clude none the less that the 
vast majority of fans were 
“well behaved”. Certainly, 


cans at the inhabitants of the atmosphere Inside the 
Saint-Etienne”. Naturally. Saint-Etienne, Lens and 


the "young people of Saint- 
Etienne had revolted". An 
older man claimed to have 
bit an Ffr rgfarvt far* in the 
face with a lump of concrete. 
Taking another, presumably 
similar, lump out of his car- 
rier bag. he recaDed how the 
“booBgan" had “fixed me In 
the eyes”. “I brought a stone 
out with me Just in case," he 


Toulouse stadiums was 
extraordinary and, apart 
from the jostling outlined 
above, entirely positive. 

The type of comments 
being made by groups of 
supporters sitting to pave- 
ment cafes before Tuesday's 
match, however, should give 
pause for thought 

At one table, a group of 


asking £300 or £400. Such 
racism seems depress Ingly 
widespread among England 
supporters. 

Another group discussed 
remarkably casually 
whether they were “game” 
for ganging up to try to rob 
a tout of his tickets. “I will 
be later on,” said one of 
th* »rn And this was while a 
buoyant atmosphere still 
prevailed. 

It has become routine, per- 
haps justifiably, to blame the 
worst acts cf English hooli- 
ganism on a •’mindless few”. 
But there is much evidence 
of an equally “mindless 
many” for whom such poi- 
sonous thoughts are routine 
and utterly natural 

See Observer 


them are big names - 
Argentina, Brazil, France, 
Germany, Holland and Italy. 
Only Denmark and Croatia 
have broken the strangle- 
hold of the major powers, 
and even they to their own 
way have a reasonable foot- 
balling pedigree 

This is potentially bad 
news for football’s outer 
fringe, and not just because 
their teams cannot get their 
bands on the sport’s most 
precious trophy. It could 
mean that even fewer teams 
from outside Europe and 
Booth America will get the 
opportunity to play to 
future World Cups, let alone 
win them. 

When France 98 started 
there were 15 teams from 
Europe, five each from 
South America and Africa, 
four from Asia (one of than, 


With the host nation quail- sive save on Tuesday, 
lying automatically. South a few fans held aloft a 
Korea and Japan both cardboard coffin bearing the 
expect to be there in 2002. legend “Margaret Thacher" 
Under the current system, (sic) after the match. But the 
that could leave only one nationalism, although overt, 
other guaranteed place tor was never as rabid as its 
an Asian team. But the English counterpart at its 
Aston Football Confedera- worst. In the bars, the 
tioon says Japan and South crowds watching the match 
Korea should play as well as hurled the all-purpose 
Its other qualifiers - giving Argentine insult Mjo deputa 
the region five, and possibly (son of a whore) mainly at 
six, places. the Argentine players and 

Given that the four Asian coach Daniel P&ssarella. 
teams in France managed Many newspapers, still 
only one win in 12 games, swayed by a stereotyped 
their footb al ling case is not view of the English, mar- 
strong. Africa is also vulner- veiled at the sang-froid with 
able after only Morocco, of which the defeat was 
its five contenders, showed received by English rest- 


Fiesta in 
full flow 
as pirates 
are sunk 


In Buenos Aires at least, the 
fiesta did not last long. The 
nationwide eruption of joy at 
Argentina’s heart-stopping 
victory over arch-rivals 
England on Tuesday night 
was quickly marred by 
Clashes between police and 
drunken Tans in the city. 

Running battles developed 
as a hard core of barrabra- 
vas, the equivalent of 
England's hooligans, buried 
stones at police and surged 
through the streets smash- 
ing windows, uprooting 
plants and attacking televi- 
sion crews and journalists. 

Unaware of the growing 
mayhem around the Obelisk, 
the monument that has 
become the focus for 
national celebrations, thou- 
sand of fans marched In 
cheering phalanxes down 
the city’s broad avenues, 
bringing traffic to a stand- 
still There was singing and 
drumming, horns blared and 
firecrackers burst overhead. 

But by 10pm most fans has 
fled the centre to celebrate 
in private, leaving a few 
teenagers to carry on desul- 
tory skirmishes with riot 
police. More than 34 people 
were injured, about half of 
them police. There were 
scores of arrests. 

It did not begin like this. 
Even before Argentina 
snatched victory, the sky 
was turning white as office 
workers threw torn-up 
memos and old newspapers 
into the streets. At the 
moment of triumph, a great 
roar rang out from the bars 
and cafes and the snowfall of 
paper turned into a blizzard. 

Fans scaled street signs or 
hung from the traffic lights 
that arch over the city’s 
main avenue. The early 
euphoria brought together 
everyone from parents with 
children to youths spraying 
each other with beer. 

Argentina certainly rel- 
ished its victory over the 
“English pirates”. The head- 
line to yesterday’s tabloid 
Grtjnica proclaimed: “From 
the Hand of God to the Hand 
of Roa," linking Diego Mar a- 
dona's infamous 1986 goal 
against England to goalie 
Carlos “Lettuce" Roa’s deci- 
sive save on Tuesday. 

A few fans held aloft a 
cardboard coffin bearing the 
legend “Margaret Thacher" 
(sic) after the match. But the 
nationalism, although overt, 
was never as rabid as its 
English counterpart at its 
worst. In the bars, the 
crowds watching the m a tch 
hurled the all-purpose 
Argentine insult Mjo deputa 
(son of a whore) mainly at 
the Argentine players and 
coach Daniel PassareUa. 

Many newspapers, still 
swayed by a stereotyped 
view of the English, mar- 
velled at the sang-froid with 


signs of improvement 
However, Fife is proud of 
its credentials as a global 
organisation, and with Sepp 
Blatter, its recently elected 


Iran, following a play-off president, publicly commit 
aga i n st Oceania) and three ted to looking after the 
from Fife’s Concacaf ( Can - interests of the new®* mem- 


tral and North American) 
region. Whereas 10 Euro- 
pean sides made it to the 
second round, none of the 
Asians got through, and 
only one each from Africa 
and Concacaf. The structure 
will be re v i e wed for the 2002 


here of the football family, a 
geographical retrenchment 
is unlikely. As Keith Coo- 
per, Fife’s spokesman, said 
this week: “It is extremely 
difficult to go back." 

Patrick Harverson 


dents, and especially at the 
British embassy. “The 
English - what nobility." 
commented my newspaper 
vendor as she me my 

papers, visibly astonished to 
see a not entirely broken 
man before her. 

• Yesterday and today are 
rest days at the World Cup. 
Games resume tomorrow 
with the first of the quarter- 
finally Brazil v D enmar k and 
Italy v France. 

Ken Warn 



kelped journalists report 
every moment of last nigkt s game, 
even from tkeir Lome. 
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*D angers abound 
on alien islands 


Nigel Andrews encounters slow-bum 
sabre and preying watersnakes 


Islands are dangerous 
places, especially when they 
seem not to be islands. We 
Know where we are in Six 
Days, Seven Nights-. Harrison 
Ford and Anne Heche are 
cast away in a place with 

palm trees, rolling surf and a 

curve of gilded sand, so it 
. must be on an island But 
' what of the title locale in 
^ Loot And Death On Long 
% Island! By what stretch, nay 
hernia, of the imagination 
- was Long bland ever deemed 
' an island? 

At best it is a penal penin- 
sola. Americans know it as a 
high-rent artistic colony 
" attached to an airport clus- 
ter. Going there is the equiv- 
alent of walking the pianir 
from Manhattan. First you 
leave rhubarbing civilisa- 
tion, then you say hello to 
' sea breezes (subtly perfumed 
. by jet engines), finally you 
. fall into honourable oblivion. 

So when widowed but gay 
English author Gilbert 
De’Ath (John Hart) goes to 
LI to hunt down heart-throb 
jr minor movie star Ronnie 
^Bostoek (Jason Priestley), 
after a coup de foudre sight 
of him in a film «>Ti<xi Hot- 
pants College 2, we rightly 
suspect a two-pranged spoof 
cf Death In Venice and Lol- 
ita. Long Island would be - 
it is - the perfect compro- 
mise between Mann’s Venice 
deal island) and the infinite 
arterial sprawl of Nabokov’s 
America (anti-island). 

- The fan of Richard Kwiet- 
hiovski's film, based an the 
hovel by Gilbert Adair, is 
--.-that* it's a solipsist’s Idyll 
rnwhing on the rocks of con- 
nective reality. Hurt’s pre- 
■ Clous, past-sequestered 
author, who cannot tell a 
i microwave from a VCR and 
# whose response to the new 
world of computers is a 
" sniffy “I don't *process 
words’, I write”, seeks his 
dream prince in what should 


be a romantic, cut-off Utopia. 

Instead he finds himself in 
an appendix of mainland 
Americana where the local 
diner is groaningly called 
“Chez dTrv," (think about It, 
though not fbr long), where 
the best-laid seduction plans 
are undone by dogs and girl- 
friends, and where even 

LOVE AND DEATH" ONLONG 
ISLAND 

Richard Kwietniowsk! 

SK DAYS. SEraVf "mGHTS''" 

Ivan Rertman 

KURT ^M'raUfSNEY 

Nick Broomfield 

GNEA& 

Randal Kieiser 


tarns carry opprobrious bits 
of New World jargon like 
"Thank you fbr not smok- 
ing.” "As I am smoking I 
don’t expect to be thanked.” 
drawls our hero. 

Hurt has never been better 
than this. His designer-dis- 
tressed looks are part of his 
distinction. His face has 
been made by a leather tan- 
ner. his voice produced by 
straining sounds through 
tobacco leaves. He plays 
pained fastidiousness better 
than anyone in the world, 
though there Is clearly a 
blood relationship between 
him and Jeremy Irons’s 
drolly austere Humbert in 
the recent Lolita. When 
De'Ath indulges his fanta- 
sies - a Magnusson-cb aired 
"Mastermind” on the life 
and works of Ronnie Bos- 
tock, a vision of Ronnie laid 
out (In a pizzeria) like "The 
Death Of Chatterton" - it is 
an artist’s bid to keep a pure 
atoll of wish-fblfilment amid 
the vulgar interconnected- 


ness of real life. This is a 
film of high wit slow-bum 
satire and mischievous 

rharm. 

it 

Yon con discover love on an 
island - a real island - 
there are no distractions in 
such places. In Six Dags, 
Seven Nights, fashion maga- 
zine editor Anne Heche 
crash-lands on a South 
Pacific beach with cargo 
' pilot Harrison Ford, when 
bad weathe* aborts the pho- 
to-mission she had left for in 
mid-Hawaiian honeymoon. 
Back on the vacation island 
her fiance David Schwimmer 
(latest refugee from TV's 
Friends) is solacing himself 
with Ford's girlfriend. Mean- 
while Heche realises that hear 
high-strung citified sophisti- 
cation makes an opposltes- 
attract match with Ford’s 
gruff machismo. She nnTtte 
be Carole Lombard, be could 
be dark Gable. 

Well, sort of. The film is 
certainly very Howard 
Hawks, with machine-gun 
dialogue as the sexes battle 
each other while tackling 
atavistic survival riiaitong M 
Snakes; volcanic tremors; 
even pirates. 

Writer Michael Browning 
and director Ivan Reifcman 
(Ghostbusters, Twins ) seldom 
sidestep the obvious. Whan 
time «mw s to show Harrison 
Ford wanting to get in 
Hecbe’s pants they show 
him getting in her pants, 
albeit with hand only, fish- 
ing out a watersnaka (As an 
amateur herpetologist I wish 
to point out that there are 
no South Seas watersnakes 
that prey on the human • 
crotch.) And when they 
want their hero to be 
grumpy they persuade Ford 
- excellent otherwise - to 
act like a bad Walter Mat- 
thau imitation. 

The setting is so pretty 
that we hardly care. We feel 
like people on a package hol- 
iday who can drift away 
from the main agenda at 



Pained fastidiousness played to perfection: John Hurt and Jaeon Priestley in lave and Death on Long istencf 


will, savouring corners of 
the landscape all our own. 
And there is always Ms 
Heche. giving her role more 
champagne effervescence 
than it remotely deserves. 
For an actress who famously 
“outed” herself last year as a 
non-heterosexual, she looks 
to be about the best roman- 
tic comedienne in sight Now 
there’s affirmative gender 
politics for you. 

★ 

To describe Nick Broom- 
field’s Riot And Courtney as 
an investigative documen- 
tary is lika describing Bed- 
lam as a special care facility: 
true but inadequate. The 
British director last seen 
grilling Hollywood madam 
Heidi Flelss plays - once 
again - thp deadpan inno- 
cent in a world peopled by 
the wild and wilful. After 


briefing us on the circum- 
stances of rock singer Kurt 
Cobain’s death, supposedly 
by suicide, Broomfield 
spends 90 minutes walking 
around America with micro- 
phone boom and sound-re- 
corder - his version of Don 
Quixote's and shield — 
(dls)ingenuonsly accosting 
Cobain’s relatives and ex- 
gtriMends. He alao draws a 
bead on his widow Courtney 
Love, who banned the film’s 
showing at this year’s Sund- 
ance festival. 

Love’s father riaitng here 
that Courtney wanted to kill 
Kurt But then can we trust 
the testimony of a man who 
says be disciplined his 
daughter with pitbulls? 
Sadomasochistic rocker "El 
Duce" ftlatma he was paid to 
khl Kurt (Later Broomfield 
reports Duce’s death in a rail 


accident he was run over by 
a train.) And Love herself, 
all candy-floss smile, gleams 
for the camera at a civil lib- 
erties soiree just before 
Broomfield himself gets up 
to paste some insults on her 
from the Haig. 

It is good, dirty, sometimes 
hilarious fun. Broomfield 
has been accnsed of putting 
himself too much into his 
films. But I fbr one have bad 
enough of those seamless 
documentaries that pretend 
there is no guiding intelli- 
gence. You don’t expose 
hypocrisy by pretending that 
your own art comes through 
immaculate conception. It is 
a rough world out there in 
showbiz and if you don't pnt 
yourself in the line of fire, 
who else will step in for you? 

Grease is back and what is 
there left to say? Lovely 


songs, sterling work from 
young John Travolta, good 
dancing, and direction so 
squeaky-clean and gleaming 
that you can see your face in 
the visuals, even if you can’t 
see any trace of Grease the 
original stage play. Where 
that was/is a funky, robust 
celebration of 1960s Chicago 
youth. Grease the movie is a 
kitsch version in Hollywood 
souvenir porcelain. Olivia 
Newton-John is the most 
improbably pure heroine 
who ever breathed on screen 
- possibly excepting the 
song-mocked Sandra Dee - 
and Randal Kleiser’s direc- 
tion is in blinding whites 
and pastels. It is all so 
hyperbolic, so carbolic, so 
finally and endearingly 
"camp” that one hardly 
hate it even though critics at 
the time did. 


Cool eats lose out to rock ’n’ roll 
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... BwwMinnt, Broadway 

■ Each time a trumpet blows 
in Warren Lefght's affecting 
new memory play, Side Man, 
: - the listener is transported 
immediately hack to the fra- 
: temity of unknown postwar 
’ New York Jazz mu s ici ans of 
. which Lelght’s father, the 
inspiration for the dr am a , 
was a dues-payfng member. 
.That the music we fre- 
quently hear throughout the 
• evening conjures up - this 
world more stirringly than 
anv of the playwright’s die- 
▼ logue, or even the lyrical 
narration spoken by the 
V a uthori al stand-in, Clifford 
. . (Robert Sella), should not 
surjsise us: classic jaz z can 
be so evocative of players’ 

- lives that any attempt to 
■tender them non-mnsacally 
.is generally unsatisfying. 

The high failure rate of 
plays and movies about jazz 
relates not only to the diffi- 


culty of competing with the 
-music - through words or 
images,' but also to drama- 
-ti st s* tendency to focus pri- 
marily an the scene's: titans: 
Mffes Davis or Billie Holh- 
TUfy car John Coltrane. In the 
effort to enshrine or human- 
ise these figures, writers too 
often neglect the mundane, 
unromantic details of jazz 
life. Because Lelght’s play 
focuses on sidemen rather 


they retreated to after-hours 
joints where others musi- 
cians, at least, might laud 
'them. 

Leighfs play reaches back 
to 1953, when the big-band 
era. the sWemen’s heyday, is 
waning- The narrator’s 
father. Gene (Frank Wood), a 
trumpet player whose sound 
is likened to that of Dizzy 
Gillespie, meets Terry 
(Wendy Makkena). while 


The script is good at uncovering the 
gallows humour in these blighted lives 


than stars, it has more of a 
chance to' get such details 
right 

In jazz lingo, sidemen are 
wuisiciflnB for hire on hand 
gigs: they are able to solo, 
but can also blend in with 
an orchestra’s sound. 
Although 60 or 60 years ago 
sidemen • could be 
well-known to the public, 
mostly they had stature only 
inside the business. For 
many of them this was suffi- 
cient: when they left dubs 


they are both practising in 
the basement of a louche 
M^phatfam hotel. He intro- 
duces her to his circle of fel- 
low sidemen (Joseph Lyle 
Taylor, Michael Mastro, 
Kevin Geer), whose cool-cat 
conversation has as much 
easy familiarity as their 
music-making. Gene and 
Terry move in together and 
eventually marry. 

Two events, however, 
arrive to disrupt their bliss. 
In 1986. they and their 


friends watch Elvis Presley 
perform, on the Ed Sullivan 
television show, and one of 
thwn comments presctently, 
“That kid will do to ham 
play ears what talkies did to 
Buster Keaton.” The follow- 
ing year the narrator, Clif- 
ford. is born. The rest of the 
play, which ends in 1985, 
explores the fallout of these 
developments in the family's 
lives; with rock *h’ roll in the 
ascendant. Gene is farced to 
play degrading ane-tdgbters; 
and Terry, devoid afbis com- 
panionship and unsuited for 
motherhood, turns to drink. 

Leighfs script, which even 
for a memory play is a little 
too fond of narration. Is good 
at uncovering the comedy of 
these blighted lives, particu- 
larly their gallows humour 
for instance, while working 
one night with Lester Lan- 
in’s orchestra. Gene decrlbes 
tile near-comatose audience 
as people who "couldn’t 
swing if you hung ’em". 

The private melodrama is 
less affecting: a suicide 
attempt by Tory, which is 
foiled by young Clifford. Is 



Pitying the blues: kfichaol Mastro, Rank Wood and Joseph Lyle Taylor 


botched by the o v er w rought 
Makkena and awkwardly 
staged by the production’s 
director, Michael Mayer. 

The play is most engaging 
whenever Clifford and Gene 
are around. Sella is an actor 
who understands the emo- 
tional power of restraint a 


necessary gift for playing 
the hollowed -out child of an 
alcoholic. And Wood, whose 
facial tics call to mind those 
of another kind of side ™n, 
Art Carney (the longtime 
second fiddle to the Ameri- 
can TV great Jackie Glea- 
son). shows us bow a man 


could be oblivious to every- 
thing in life except what 
occurs on the handstand. 
But neither of these actors' 
performances, alas, can 
quite match the power of the 
production’s music - those 
haras that twist and turn in 
sad, unending harmonies. 


Turner 
Prize 
shortlist 
springs no 
surprises 

For an award which sets out 
to celebrate challenging, 
cutting-edge art, the Turner 
prize is becoming woeftlOy 
predictable. This year’s 
shortlist of four artists, one 
of whom will win £20,000 os 
December 1, features two 
women video artists and two 
contributors to Sensation, 
the Saatchi Brit Art celebra- 
tion. 

But at least one of them, 
Chris Oftti, works with 
paint Painters have rarely 
featured on the Turner 
shortlist in recent years. 
However Ofili, 29, British 
bora of Nigerian parents, 
does Incorporate elephant 
dung in many of Us works. 
A trip to Zimbabwe in 1992 
drew him close to his Afri- 
can roots, and his brightly 
coloured paintings, which 
incorporate elements of col- 
lage. deal with blade issues. 
A contributor to Sensation, 
he uses the elephant dung, a 
natural feature of the Afri- 
can landscape, to bring the 
texture of that continent 
into his compositions. 

Sam Taylor-Wood, 31, 
another Sensation contribu- 
tor, is one of two video art- 
ists on the shortlist - video 
artists Gillian Wearing and 
Douglas Gordon have wan 
the Turner in the past two 
years. However, Taylor- 
Wood received the nomina- 
tion as much for her series 
of photographs. Five Revolu- 
tionary Seconds, which 
record disjointed examples 
of human angst gathered by 
panning a camera 360 
degrees around a room in 
five seconds, as for her 
videos, which explore more 
specifically the fraility of 
relationships. 

The other video artist, 32- 
year-old Tactta Dean, has an 
obsession with the sea. One 
of her videos records the 
fading of the light as sunset 
is reflected through the bea- 
con of the St Agnes light- 
house, Berwick on Tweed. 
She also draws, and her 
drawings of the sea can cur- 
rently be seen at the Loth- 
bnry Gallery in the City, 
where she is included in the 
show of the shortlisted art- 
ists for the NatWest Prize, 
which, at £25,000, packs a 
bigger financial punch thaw 
the Tamer. 

The final contender is 
Cathy de Monchanx. 37. who 
is a sculptor. She brings 
together the c on tr asting ele- 
ments of spiky metallic 
objects and sensuous fab- 
rics, such as suede and vel- 
vet, to create abstract scalp- 
tores which carry erotic 
overtones. Softness battles 
with rigidity, gentleness 
with bondage. 

The shortlist contains no 
surprises. None of the art- 
ists has been nominated 
before but all are well 
known members of the cur- 
rent art establishment. A 
Sam Taylor-Wood video fea- 
tured in the last pop tour by 
Pet Shop Boy Neil Tennant, 
one of tbe judges, while 
another judge, Ann Gal- 
lagher, is exhibition officer 
of the British Council, 
which has promoted the 
work of Sam Taylor-Wood 
and Chris Ofili overseas. 

Antony TTiomcroft 
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BERLIN 

OPERA ■ 

Deutsche Oper ' 

- Tbb 49-30-34384-01 ■ > : 

■ La.Giocooda: by Poncf^eW-ReylV^ 
Conducted by Manoeto Vtoffl.iffa 
Ksteninri hv FffiODO Ssrrfust.jul 3 .* 


BILBAO 

EXHIBITION 

Guggenheim Museum BBiao 

T& 34+423 2799 
vnvw.guggcnhetfn.org ■ 

China - 5.000 Yeare: comprising 
500 works of art ranging from the 
NeoGttnc to the contemporary. 
Many of these objects have never 


outside China. The'tfisptey arrives 

from the Guggenheim. Yw1c 
feSepl • 

BIOT 

EXHIBITION 

MuMto National Fernand User 

ret: 33-4-92915030 
Fernand Liger. 1906-1930. 
Modified version of the major 

nahnspective Of works by fee 

modem 'painter previously seen m 


Paris, Madrid and New York; to 
Sep 30 

BRUSSELS 

OPERA 

■ La Monnate . 

Teh 32-2-229 1211 
The Turn of the Screw: by Britten. 
New. production conducted by 
Antonio Pappano tn a staging by 
Keith Warner, wife designs by 
Stephana LazarkJis. Cast includes 
Susan Chflcott and Anthony Rolfe 
Johnson,- Jul 2,3 

CLEVELAND 

EXHIBITION 

Cleveland Museum of Art 

. Tet 1-216+21 7340 » 

. www.cfemusart.com 
Gifts of fee Nile:' Ancient Egyptian 
; Faience. Dfepfey of ceramics, 
known as faience, a mixture 
worked tjy fee Egyptians and 
regarded by them as magtaaL 
Brings together over 200 works, 
including statuettes of tings, god*, 
.and animals, and InWd boxes 
ranging over 5000-years. Includes 

works borrowed from puWfc and 
private collections In the US and 

Europe; to Jul 5. 

FLORENCE 

OPERA 

Toatro Comunato 
Tet 39-055-211158 ■ 

mffg gk}florBfTttriO-Co<ri 

Lb SohSme: by Pucdril Conducted 
by Semyon Bychkov in a staging 
by Jonathan MfOeri JLfl 2, 3, 6, 7 


glim 


RGLASS 


OPERA 

ASce Busch Opera Theater, 
Cooper • s town 

Tel: 1-007-547 22S5 

• Faistaff. by Verdi. New 
production directed by Leon Major 

-with sets and costumes by John 
Conkfin. Conducted by George 
Manahan. Cast Includes Kevin 
Gfavtn, Stephen Powell and Amy 
Burton; Jul 2, 5 

• Tosca: by Puccini. New staging 
byfee team responsfcle for last 
year’s Madama Butterfly: director 
Marc Lamos, set designer Michael 
Yeargan, costume designer 
Constance Hoffman, fighting 
designer Robert Wfeizel and 
conductor Stewart Robertson: Jul 
3.6 

GLYNDEBOURNE 

OPERA 

Ofyndabeuma Festival Opera 

- Tab 441273-815 000 

• Cos Fan Tutto: by Mozart New 
production by Graham Vick, 
conducted by Andrew Davis. Cast 
includes Aten Opie and Barbara 
Frfttofl. Wifefee Londdn . 

. Phta&rrnonfc Orchestra; 

Jui2 

• RodeHndar by HandeL New 
production cfirected' by Jean-Marie 
■vntegter, wife sate- by Nicolas do 
Lajartre and Pascafe Cazafes. With 
the Orchestra of fee Age of 
EnBghtenment conducted by 
Wiffiam Christie; Jul 3, 5 

LONDON 

CONCERTS 

Barbican Hal 

Tet 44-171-638 8891 ■ 

London Symphony Orchestra- 


programme of works by John T 
WHBarns, conducted by the 
composer; Jul 2 

EXHIBITION . 

British Museum 

Tab 44-171636 1555 
Meat efisptey of more titan 500 
objects relating to the Maori 
people of New Zealand, including 
material collected by Captain Cook 
on his voyages between 1768 and 
178a Ranges from giant wood 
carvings to canoes, tools and 
woven cloaks and ornaments; to 

Novi 

Royal Academy of Arts 
Tot 44-171-300 8000 
ChagNb Love and the Stage. A 
series of monumental mural 
paintings created in 1920 for fee 
State Yiddish Chamber Theatre in 
Moscow wil form fee centrepiece 
of this exhibition. Painted during a 
pofitJca&y and personally turbulent 
period, fee recertify restored 
paintings, never before seen by the 
British pubfc, wfll be shown 
alongside preparatory drawings 
and sketches; from Jul 2 to 
Oct4 

OPERA ‘ 

EnjJ&sh National Opera, London 
Coliseum 

Tab 44-171-632 8300 

• Doctor Ox’s E x periment new 
opera by Gavin Bryars, wife a 
lavetto by Blake Morrison, after 
Jules Verne. The production is 
tflrectod try Atom Egoyan. wtih 
sets by Michael Levine and 
costumes by Sandy PoweL Cast 
Includes Bonaventura Bottone; 

Jul 3 

• Faistaff: by Verdi. Revival of 


Matthew Warchus’s production, 
conducted by Paul Daniel. Donald 
Maxwell sings the title rote; 

Jul 2. 4 

MILAN 

OPERA 

Teatano afta Scab 

Tet 39-02-88791 
wwwJsscala.mtiano.tt 
Lucrezia Borgia: by Donizetti 
Conducted by Gianluigl Geimetti in 
a staging by Hugo De Ana. Casts 
vary, look out for Rente Fleming; 
Jute 


MUNICH 

CONCERTS 
P W harawnlo Gastelg - 
Tat 4969-5481 8181 

• Munich Philharmonic Orchestra: 
conducted by Heinrich Wug in 
works by Fanny Mendelssohn, 

Liszt and Beethoven. Wife piano 
soloist Herbert Schuh; 

Jul 2 

• Munich Phi harmonic Orchestra: 
conducted by Asher Fcch in works 
by Stravinsky, Gershwin and 
Bernstein; Jul 5 

NEW YORK 

EXHIBITION 

Metropolitan Museum of Art 
Tet 1-212679 5500 
www.metmuseum.org 
Louis Comfort Tiffany: celebrating 
the 150th anniversary of fee artist’s 
birth, this exhibition, drawn from 
the museum's collection, includes 
leaded-glass windows and lamps, 
vases, fUmrture, enamels and 
jewellery. A selection of drawings 
wM also be on display; to 


Jan 1 


1960s; to Jul 7 


NEWCASTLE 

OPERA 
Theatre Royal 
Teh 44-191-232 2061 
Opera North: Eugene Onegin, by 
Tchaikovsky. New production by 
Dalia Ibelhauptalte, conducted by 
Steven Sloane. The cast is ted by 
AJwyn Mellor and Peter Sevidge; 
Jul 3 


PARIS 

OPERA 

Op6ra National de Pais, Opera 
BastOe 

Tab 33-1-4473 1300 
La Traviata: by Verdi production 
directed by Jonathan MiBer and 
conducted by James Contort. 

Cast Includes Ramon Vargas; 

Jul 4, 7 

SAN FRANCISCO 

CONCERT 

Davies Symphony HaO 
Tet 1-415664 6000 
www.sfsymphony.org 
Sal Francisco Symphony and 
Chons in Paul McCartney's 
classical work Standing Stone, 
conducted by Lawrence Foster 
Jul 2 

EXHIBITION 

San Francisco Museum of 
Modem Art 
www.afmoma.org 

Sargent Johnson: African-American 
Modernist Over 60 works by the 
Bay Area artist and sculptor, 
tracing his stylistic development 
from fee 1930s through to the 


STUTTGART 

OPERA 

Staatsoper Stuttgart 
Tot 49-711-202090 

• Alcana: by Handel. New 
production by Jossi Wieler and 
Sergio Morabtto. conducted by 
Alan Hacker, with designs try Anna 
Vtebroek; Jul 5 

• Tosca: by Puccini. New 
production by Willy Decker, 
conducted by Lothar Zagrosek 
with designs by Wolfgang 
Gussmann; Jul 3, 6 


TV AND RADIO 

• WORLD SERVICE 
BBC World Service radio for 
Europe can be received in western 
Baope on medium wave 848 kHZ 
(463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday, GMT: 

06.30: Moneyline with Lou Dobbs 
1320: Business Asia 
19.30: World Business Today 
22JU0-. World Business Today 
Update 

• Busfnesa/Marfcet Reports: 
05:07; 06:07: 07:07; 0820; 0*20; 
1(k20; 1120; 1122; 1220; 1320; 
1420. 

At 0820 Tanya Beckett of FTTV 
reports live from UFFE as the 
London market opens. 
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Trading places 

After four centuries of providing a range of services for the business 
wor/d, Europe's stock markets must be prepared to share their role 


Europe's stock markets are 
engaged in a thinl y 
disguised war for survival: 
against each other, against 
their customers and against 
their US rivals. But the 
struggle is frequently 
misunderstood. 

The threat is not that 
Paris will beat London: or 
that Frankfurt plus the 
Nasdaq will beat them both: 
or that the New York Stock 
Exchange will triumph over 
ah. Nor does the threat come 
from the euro or the arrival 
of rival high-technology 
exchanges. 

Instead, the risk is of an 
unb undling of the clutch of 
services an exchange 
provides. Exchanges will 
continue to exist, but as 
humble performers of 
routine duties. The real 
action - and the real added 
value - will have moved 
elsewhere. 

Stock exchanges have 
been a part of business life 
for nearly four centuries, 
their role unquestioned until 
recent decades. Now. forced 
at last to justify their 
existence, exchanges 
struggle to provide a simple 
answer. Perhaps the truth is | 
that they have no single 
raison d'etre. Instead, their 
importance lies in the way 
they have bundled together 
a range of services, 
wrapping them in a layer of 
respectability or legal 
authorisation. 

These services include the 
provision of a price- 
formation mechanism: the 
supervision of trading: the 
settlement of transactions: 
the authorisation of market 
participants; the 
administration and 
regulation of company 
listings: and the publication 
of trade data, prices and 
stock market indices. 

Not all exchanges have 
performed all these 
functions. In some countries 
governments or private- 


sector bodies perform one or 
more of these tasks. But 
everywhere, surviving stock 
exchanges combine enough 
of these roles to give them a 
central status in the 
country's equity markets. 

It is this bundling-up that 
is under threat: from 
governments, from 
technology, and from the 
increasing power of 
participants on buy and sell 
sides. Other groups, usually 
operating on a cross-border 
basis, are performing the 
individual functions of the 
traditional exchange. They 
are acquiring scale and skills 
that exchanges - organised 
on a national basis - cannot 
match. 

Here are some examples. 
The US Securities and 
Exchange Commission is in 
effect setting listing criteria 
for the world's big 
companies, using US 
accounting principles. 
Settlement consortia and 
global custodians are taking 
over the back-office 
functions that exchanges 
historically provided. Bodies 
such as the European Union, 
the Iosco group of securities 


regulators or the Basle 
committee of the BIS are 
setting standards for market 
participants. 

Trading behaviour is 
increasingly supervised by 
goveramen l-sponsored 
bodies, not exchanges. Even 
the exchanges' most sacred 
role, providing a home for 
prices to be set and orders to 
be executed, is slipping from 
their hands. Traders can be 
linked electronically, 
without a physical floor. 
Many trades are matched 
automatically. Others are 
carried out off-market, or 
bandied internally by big 
broker-dealers and 
investment managers. 

There is a remaining role 
for exchanges in most of 
these areas. Tor example in 
ensuring tliat the standards 
set by external regulators 
are observed. But it is much 
less rewarding - and less 
well rewarded. 

Against this background, 
the efforts by European 
exchanges to seize 
temporary advantage over 
their rivals seem trivial. 
Technology links, strategic 
alliances, flirtations with US 
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Arguments for devaluation of the 
rouble based on misunderstandings 


exchanges are all essentially 
short-term expedients. These 
relationships, together with 
the arrival of the euro, will 
probably force a rapid 
consolidation of European 
exchanges. But victory or 
defeat in this battle is 
essentially a transitory 
affair . W inning will bring 
temporary bragging rights, 
but little more. 

Within five years, it Is 
likely that Europe's top tier 
of companies will have 
found a common borne on an 
electronic exchange. 

Whether the technology is 
inherited from F rankf urt 
or Paris, London or 
Washington is unim portant 
So is the location of this new 
Euro- bourse's head office. So 
is the language of its 
statutes, the nationality of 
its governing board. Above 
ail. it does not matter which 
or today’s European 
exchanges leads the 
coalition from which the 
new bourse emerges. 

Of course, some 
individuals will be winners 
or losers. Some national 
amour-propre will be 
affected. But that is all The 
real struggle, the one with 
economic impact, is over the 
location of the value-added 
services that surround the 
exchange. Where will the 
main regulatory decisions be 
made: Brussels. London. 

Paris. Berlin or Washington? 
Who will host the settlement 
process? Where will the 
dealers who handle very 
large or complex trades be 
located? Which city will 
have the critical mass of 
analysts and corporate 
financiers? Which region 
uill host the bulk of the 
programmers who write the 
software market participants 
require? Where will the 
intellectual content of the 
new pan-European indices 
come from? 

In deciding these issues, 
the site of incorporation of 
the Euro-bourse, or the 
location of its computers and 
' officials, will carry only a 
little weight. Much more 
important will be the 
imagination, depth of human 
resources, and diplomatic 
skills and leadership of 
Europe's financial 
community. Exploiting those 
assets properly will ensure 
that Europe retains the 
economic role its individual 
exchanges are losing. 

peier.martinw_FT.com 


From Mr Vladimir Mau. 

Sir. In the last few 
months, the devaluation of 
the rouble has become a 
very popular topic for debate 
among Russian economists 
and businessmen. Peter 
Oppenheimer’s Personal 
View (June 12) reflects this. 
His article, like others pub- 
lished elsewhere, contains 
often-cited arguments in 
favour of a rouble devalua- 
tion. 

However, such arguments 
are based on misunderstand- 
ings at best and interests of 
currency speculators at 
worst In general, three argu- 
ments are put forward in 
! support of a devaluation. 
First that it would favour 
Russian exports and, in the 
light of the sharp fall in oil 
prices, would especially help 
exports from the energy sec- 
tor. Second, a low rouble 
would slow down the inflow 
of foreign products on the 
Russian market and enhance 
the competitiveness of 
domestic products. And 
third, a devaluation would 
stop the current depleting of 
the Central Bank's currency 
reserves. 

These arguments, how- 
ever. remain ill-founded. The 
simple paradigm, “the lower 
the currency, the higher the 
exports ear ning s", does not 
work in all instances. It 
applies to South Korea or 


From Mr Andrew Wtgley. 

Sir. Attempts by zealous 
Turkish generals to put on 
trial leading Islamist politi- 
cians demonstrate the pri- 
mary problem in modern 
Turkey - the fundamental 
lack of confidence in the 
democratic process (“Islam- 
ists on trial in Ankara", 
June 30). 

The decision by the Turk- 
ish constitutional court to 
dissolve welfare and ban its 
leaders from political life fol- 
lowed a series of undemo- 


japan. whose exports consist 
mainly of finished goods 
with a high added value and 
which, following a devalua- 
tion, would be noticeably 
lowered. 

But three-quarters of Rus- 
sia's exports consist of raw 
materials, wptate and semi- 
finished goods whose added 
value Is minimal and conse- 
quently a devaluation would 
have tittle effect Moreover. 
Russia's export industry Is 
mainly dollar- 

oriented and therefore would 
not be very sensitive to 
changes in the n^ r r iiTial rou- 
ble exchange rate. 

On imports, one observes 
many misconceptions. It is 
true that a devaluation 
would increase the price of 
Imported goods, but it does 
not necessarily follow that 
their consumption will fail 
and that the consumption of 
domestic products will rise. 

It Is possible devaluation 
would crowd out certain 
imported goods from the 
mar ket, but common sense 
maifBi me pess imis tic about 
this . Moreover, since foreign 
equipment supplies play a 
crucial role in export 
sectors, a price increase in 
imports would undermine 
exporters' competitiveness. 

To conclude that a devalu- 
ation would save the Central 
Bank’s reserves misses the 
point that the Russian gov- 


cratic moves by the armed 
forces to thwart and remove 
the Islamist government of 
Necmettin Erbakan. 

While most EU govern- 
ments quietly welcomed the 
removal of a government 
that threatened to pursue a 
less western and more 
Islamic path. Ataturk's mili- 
tary legacy remains at vari- 
ance with the norms of west- 
ern European political 
culture. 

Engagement in construc- 
tive dialogue, however. 


eminent depends greatly on 
borrowing on the financial 
market and that a devalua- 
tion would not contract bud- 
get expenses and would not 
increase tax cotiection (soon, 
quite the contrary). Confi- 
dence in investing in Russia 
would be undermined, so the 
cost of borrowing would 
increase significantly . 

And. finally, devaluation 
would cause many commer- 
cial banks, whose assets are 
denominated in roubles, to 
fail, precipitating dangerous 
socio-political consequences, 
as witnessed in Albania in 
1996 and Indonesia in 1998. 

The main arguments in 
favour of a devaluation are. 
therefore, at best based on 
conscientious misconcep- 
tions and at worst advocated 
by currency speculators. 
This is bad news, though 
there is also some good news 
in that the Russian govern- 
ment understands the argu- 
ments well and is ready to 
take all the necessary mea- I 
sures to prevent a turn of 
events that would be similar 
to such a scenario. 

Vladimir Man. 
director. 

Working Centre for 
Economic Reform, 
government of the Russian 
Federation. 

Moscow. 

Russia 


remains the only option. The 
Luxembourg summit on 
enlargement was perceived 
as a snub by Turkey and 
served as little incentive to 
Ankara to amend its ways. 
While the Cardiff summit 
communique attempted to 
patch up relations, an inclu- 
sive approach towards Tur- 
key remains increasingly 
elusive. 

Andrew Wigley. 

23 Rue General Wan germ t*e. 
1040 Brussels. Belgium 


Penalty of no v 
technology 

From Mr Roiand Davis. 

Sir. 12 years ago England 

went out of the World Cup 
because the referee was the 
only person who did not 
have the technology to see 
the ball punched into the 
net. This week, depending 
on the referee's vision of 
controversial, split-second 
acts, the score could have 
been anything from 4-Q 
England to 2-1 Argentina 
(excluding the sending- 
off). 

It is difficult to think of 
any other industry in which 
decisions of multimillioc im- 
pound consequence are so 
hampered by a refusal to use 
technology. Even the gentle- 
manly game of cricket, 
which entered the 20 th cen- 
tury relatively recently, now 
considers video-technology 
indispensable fur its 
umpires. 

If Fifa, football's governing 
body, organised the City, we 
would be guessing share 
prices instead of tracking 
them on screen, and the 
debate on the competence of 
market makers would have 
reached the same neurotic 
proportions as football's 
obsession with referees. Per- 
haps we should be content to 
lose at football and lead the Cl 
world in finance. 

Roland Davis. 

Wayside. 

High Street. 

Sborebam. 

Kent TNI 4 7TE. CK 


Naff followers 

From Mr Hugh Lee. 

Sir. Does it not occur to 
Michael Thompson-Xoel 
(Weekend FT: “Where naff- 
ness rules. OK?". June 27-2S) 
that all football fans, not 
just Bntannics. are caff? 
More expressively. non-U? 

Hugh Lee. 

83 The Vineyard, 

Richmond. 

Surrey TWlO 6AT. UK 


Number One Southwark Bridge, London SE1 9HL 
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BOOK REVIEW CARL BILDT 

The search for peace 


TO END A WAR 

By Richard Holbrooke 

Random House 
$27.95, 432 pages 


Y ou might expect 
Richard Hol- 
brooke's book on 
the search for 
peace in Bosnia to be an 
all-out defence of US policy. 
If so. To End a War will 
come as something of a sur- 
prise. Holbrooke has written 
a frank description of the 
months of confusion, frustra- 
tion and desperation that 
finally produced a peace 
agreement for Bosnia in 
November 1995 after nearly 
five years of war. 

His book, by necessity, 
centres on Washington 
(where be was assistant sec- 
retary of state: he is now US 
representative to the United 
Nations). It provides useful 
insights Into the way the 


illustrates the failure in US 
policy to understand the 
importance of the political 
and civilian side of peace- 
making. 

Those were, in reality, the 
most important. When the 
war ended and the territorial 
deal was implemented, noth- 
ing more than the ending of 
the war - important as that 
was - and the partition of 
Bosnia bad been achieved. 
But long-term stability could 
only come from a constitu- 
tional structure being gradu- 
ally implemented with the 
help of a clear international 
commitment. 

These issues were not high 
on the Washington agenda 
during those hectic weeks in 
the autumn of 1995. and Hol- 
brooke frankly admits the 
failure. Since then, every 
month of peace implementa- 
tion in Bosnia has shown 
how crucial to long-term suc- 
cess they are. Holbrooke is 
certainly not avoiding criti- 
cism of European govern- 


was a more compact unit 
than the world had been pre- 
pared to offer, they would be 
eager to stop the war. 
Indeed, the war was slowly 
turning against them: their 
difficulties in controlling a 
long front-line with limited 
numbers of soldiers were 
increasing by the day. 

In the summer of 1995. it 
was the Moslems and the 
Croats who were eager to 
continue fighting, hoping to 
roll back previous Serbs 
gains. Their political efforts 
were aimed at blocking more 
limited peace offers and in 
trying to get overt outside 
military support. 

Washington was forced 
into a more direct role In the 
peace process as a result of a 
combination of these factors, 
some well described in the 
Holbrooke book. The Euro- 
pean allies - France and the 
UK in particular - had 
started hinting that if the US 
did not accept a more realis- 
tic peace posture in Bosnia. 


The importance of the air 
campaign was not so much 
to bomb the Bosnian Serbs 
to the negotiating table as to 
demonstrate to the Bosnian 
Moslems the limits of what 
the US was prepared to do. 
Holbrooke got their presi- 
dent. Alia Irrtbegovic. to 
accept Republika Srpska as 
the bombs fell. 

The main military develop- 
ment of these weeks was not 
the air campaign but the 
ground operations by the 
Croat and Bosnian Muslim 
armies. But the Croatian 
campaigns had a dark side 
that Holbrooke fails to him 
at. reflecting a blind spot in 
US policy at the time. 

With only marginally 
more sophisticated tech- 
niques than the Bosnian 
Serbs, the Croat Army con- 
ducted a policy of ethnic 
cleansing and scorched earth 
during August and Septem- 
ber 1995. It remains one of 
the enduring mysteries that 
the International Tribunal in 


inter-agency process (which the Hague has turned 


is supposed to produce pol- 
icy In Washington) really 
works. Civil-war-like condi- 
tions. it seems, often pre- 
vailed between different 
arms of the administration. 

Holbrooke makes no secret 

of his disdain for parts of the of 3M over-cautious Pentagon 

earlier Clinton White House iff- understood 

or his distrust of an over- 


Holbrooke makes no secret of his 
disdain for parts of the earlier 
Clinton White House or his distrust 


cautious Pentagon. 

At times, his Washington- 
centric approach can be try- 
ing. In his description of the 
different side-shows of the 
Dayton peace talks, much 
space is devoted to the 
efforts to free a reporter of 
the New York Times from 
Bosnian Serb territory: while 
he foils even to mention the 
efforts to free two French 
pilots shot down on duty 
over the same territory. 

Holbrooke and I worked 
closely together when I was 
the high representative in 
Bosnia. My tasks were to co- 
ordinate European policy 
and develop an approach to 
peace-making involving 
political and civilian consid- 
erations. as well as military 
and territorial ones. 

1 have no difficulty going 
along with Holbrooke's nar- 
rative, but his description of 
the three weeks in Dayton 
focuses almost exclusively 
on the territorial issue, with 
some excursions into the dif- 
ficulties of decision-making 
in Washington on the mili- 
tary question. This vividly 


ments - some of it fair, some 
less so - but he indirectly 
agrees that if Washington 
had listened more to Europe 
on these issues, Bosnia and 
the region might well have 
been in a better shape today. 

The popular perception of 
the Bosnia peace process is 
that the US Air Force 
bombed the Bosnian Serbs 
into surrender under the 
leadership of Holbrooke. In 
the debate about how to 
respond to events in Kosovo, 
this “lesson of Bosnia” is 
often referred to. 

But this is a dangerous 
delusion. There was little co- 
ordination between the dip- 
lomatic efforts and the mili- 
tary operations that were 
carried out. as Holbrooke 
makes clear. In fact it was 
Rupert Smith, a British gen- 
eral in charge of UN forces 
In Bosnia, who initiated the 

massive use of air power. 

The Bosnian Serbs did not 
need to be bombed into 
accepting an end to the war. 
They had made clear that if 
they got recognition for their 
Republika Srpska and if it 


and the war entered a new 
winter, they would ask for 
their forces to be withdrawn. 
This would have involved 
US ground forces going into 
a Bosnia In war in order to 
protect the evacuation of the 
UN forces. 

The political implications 
of this were enormous. Nato 
had decided on a plan that 
made it possible for London 
and Paris to order the US 
army into war in Bosnia - 
the essence of what the Clin- 
ton administration had tried 
to prevent. Holbrooke 
describes how. at a White 
House social event, he made 

the president aware of the 
plan and its ramifications. 

Washington thus had a 
strong incentive to achieve 
peace. And the essence of 
the so-called Lake initiative, 
launched in August 1995. 
was to accept the Republika 
Srpska and try to meet some 
of the Serb concerns over 
the shape of their statelet 
This initiative was welcomed 
by the Bosnian Serb parlia- 
ment before the start of the 
bombing. 


blind eye to this. 

Holbrooke ends his book 
with the prescription that 
“there will be other Bosnias 
in our lives, different m 
every detail but similar in 
one overriding manner, they 
will originate in distant and 
places, 
explode with little warning, 
and present the rest of the 
world with difficult choices 
- choices between risky 
involvement and potentially 
costly neglect". 

It will be some time until a 
complete history of the Bos- 
nian wars can be written bui 
Holbrooke makes an invalu- 
able contribution. More than 
anyone else, he brought 
Washington to understand 
the need Tor a comprehen- 
sive policy for peace in Bos- 
nia. He also played a key- 
role in implementing it. 

Today, the instabilities in 
south-eastern Europe are 
again at the top of the inter- 
national agenda. There are 
many lessons to be learnt 
from US and European 
errors in the region - and 
Richard Holbrooke's book is 
an indispensable contribu- 
tion to the debate over how 
not to make the same mis- 
take twice. 

To End a War :s available 
from FT Brjokshop bu ringing 
FreeCall 0500 500 635 (UKt or 
+44 iSl 324 Soil (outside the 
UKi. Free p&p in UK 
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A leap over the 
Great Wall 


Asia’s ripple effect 


W 


•i!;iuers 


Mine days is a long time for a US 
president to spend in China, espe- 
cially on a trip that has produced 
little tangible by way of result. 
But Bill Clinton's visit has been 
worth the effort. Even if his only 
a be ginnin g, it has opened the 
jdoar to a new relationship for the 
vVext century. 

The point about this trip, the 
first by a US president since the 
Tiananmen Square massacre of 
1383, was not that it should be 
Judged on specific deals. It was 
more about signalling a decisive 
end to the damaging confusion 
on China policy that dogged the 
first Clinton administration. And 
it was intended to mark a his- 
toric recognition by both sides of 
the importance of their relation- 
ship in enhancing each other's 
security, as well as that of the 
Pacific and the broader world. 

For all America’s reservations 
about China's lack of democracy, 
about its shortcomings on human 
rights and its sometimes ques- 
tionable trade practices, the US 
Cannot avoid engaging: with the 
only country that looks set to 
join it in the league of super- 
powers in the next century. In 
that regard, this visit could mark 
a turning point 
That China's president, Jiang 
Zemin, allowed Mr Clinton 
Openly to talk about the US view 
of Tiananmen Square and human 
rights removes an inhibition that 
has bedevilled the relationship 
for years. That Mr Clinton 
responded by eminriatiti g clear ly 
US policy on Taiwan to the satis- 
faction of his Chinese hosts 
has done the same in the other 
direction. 

'■ Mr Clinton has managed to 
give China much “face” by his 
^visit, but be has managed to do 
*^6 skilfully without sacrificing 
US principles. 


tractive response to a change* 
Its continuing assistance is 
needed in resolving the Aslan cri- 
sis and in Miming tensions on 
the Korean ppnrn«nh» as weQ as 
in sooth Asia following nuclear 
tests by India and Pakistan. The 
warmer relationship with the US 
is of vital help in regard. 


Building on advantage 

Now conies the task of building 
on this advantage. Over the past 
year Chinn lias seen both the 
rewards in terms of international 
status and the opportunities that 
come from a positive engagement 
with the outside world. Its sensi- 
tive handling of Hong Kong and 
responsible approach to the 
Asian economic crisis show that 
China is capable of a cons- 


Differences remain 

Yet neither the scope of the 
new relationship nor its durabil- 
ity should be exaggerated. Large 
differences remain between the 
US and China on issues from reli- 
gious freedom to trade in finan- 
cial services. The relationship is 
by no means as close as that of 
the US with Japan, which is 
based on many more shared val- 
ues and a formal defence treaty. 

Much therefore depends on 
how China behaves and on the 
success of its economic reforms. 
It could easily become inward- 
looking again if the reforms 
founder and its government 
becomes preoccupied with social 
unrest Tensions over Taiwan 
could then easily resurface. 
Equally, a downturn in the US 
could create a backlash there 
against China's exports. 

Only if the two.sides can move 
beyond w arm language to con- 
front and address differences in a 
constructive way will the rela- 
tionship deepen and endure. In 
partic ular it remains important 
for China to Join the World Trade 
Organisation on reasonable 
terms if it Is to be anchored in 
the global economy. 

Nor must Japan be left out IF 
real benefits to regional security 
are to be gained. China some- 
times seems to see its relation- 
ship with the US as a means 
of putting, down Japan, its 
arch-rival in the region. But this 
is no zero sum game. The ulti- 
mate condition for regional secu- 
rity is a strong and positive rela- 
tionship between all three 
countries. 

Much work needs to be done to 
build on what the two sides have 
achieved. But Mr Clinton’s trip is 
a good start in spite of all the 
public relations hype. If the 
momentum can be maintained, 
his trip will have secured fpp him 
the place in history books that 
■every president covets. 


Reality check on 
EU enlargement 


r: 


-‘s ! 


The European Union is in for a 
reality check on its debate over 
enlargement The presidency of 
the. EU Is passing from Britain, 
“■^ybich. has championed eastward 
Aaspansion from afar, to file two 
countries - first Austria, then 
Germany - geographically most 
exposed to its consequences. 

A dose of realism Is welcome. It 
offsets the near-hypocrisy dis- 
played by some EU leaders, such 
as. Jacqnes Chirac, French presi- 
dent, in raising east European 
hopes of entry by 2000. But it 
must not pander to protectionists 
in the EU. Nor must the new 
mood be allowed to sour relations 
with candidate countries. 

On taking over the EU chair 
yesterday, Vflrtar Klima. chancel- 
. lor of Austria, talked of the need 
* for enlargement. But he also 
” called 'for long transition periods 
to help the EU adapt to low-wage 
competition from the east 

This Janus-faced attitude 
reflects Austria's dfleaaina. It has 
profited enormously from the 
opening of e astern ma rkets, more 
than doubling its sales there 
since I989. lt stands to gain even 
more in geo-political stability 
. throu gh enlar gement that could 
give it four new EU neighbours - 
Slovenia, Hungary, the Czech 
republic and Slovakia. 

Yet this position on the frost- 
line of enlargement is being used 
.by some politicians in Austria to 
:£el fears, that, east Europeans 
wffl flood in to take local jobs. 
Some , 5m east Europeans live 
close cmYmg fi to commute dally to 
Austria. 

J&g Haider, the far-right politi- 
cian, is alone in claiming Brus- 
sels’ decision to open enlarge 
meat negotiations amounted to a 
• declaration of war on Austria. 
But In response to vociferous 
local, politicians, Vienna is 
d emanding special EU aid fear its 
border regions. This demand will 
complicate, the Austrian presi- 
dency's other priority of getting 
reform of EU finances, vital far 
,ihe EU budget to bear the cost of 
it 


Call for delay 

In Germany, which takes over 
the EU presidency next January, 
some politicians are calling for a 
delay of 15-20 yearn before east 


Europeans win free movement 
around the Union. Mercifully, the 
EU presidency acts as a con- 
straint on its holders, and should 
therefore restrain the Austrian 
and German governments from 
giving in too far to domestic pres- 
sures. And there are good argu- 
ments they can use. The EU has 
taken in poor countries before. 
There was no great lurch of the' 
populations of Spain, Portugal,. 
Greece »"d Ireland towards the 
centre. Labour mobility remains 
low In the EU. 

Wages rising 

The average wage to Slovenia, 
the richest EU applicant on Aus- 
tria’s border may be only be 40 
per cent of that In Austria. But 
east European wages, and job 
op port u nities, are rising. Eco- 
nomic growth is buoyant to. all 
the countries negotiating wifi) 
Brussels, . except the Czech 
Republic - and there stagnation 
has been compounded, by corrup- 
tion and inadequate bank regula- 
tion, faults that faster adoption of 
EU roles could remedy. 

Some argue that by forcing 
candidate countries to focus on 
ali gning their legislation with EU 
rules, Brussels is obliging them 
to neglect their still-unfinished 
t rans ition into market econo- 
mies. Recently, the EU cat finan- 
cial aid to Poland out of dissatis- 
faction with Warsaw’s progress 
to adopting EU rules. But prog- 
ress towards a rule- based econ- 
omy is an important incentive ior 
foreigners to invest the money 
and know-how essential to east- 
ern Europe’s macro-economic 
transition. 

Leaders in eastern Europe are 
now coining to realise that their 
countries’ accession to the EU is 
a good five or more: yens off. 
There is, however, a risk that 
electorates Id eastern Europe 
may have taken the ElTs. recent 

dewy rhetoric about enlargement 
too much at face value. 

Nothing would. Jar more on 
(hwn th/m the EU restricting for 
decades their freedom to live and 
tfork to the Union. Regardless of 
who is holding the presidency, 
the EU must realise that freedom 
of movement is an essential ele- 
ment of the enlargement to 
which the Union IS committed. 


hen Bill Clinton, 
us president, dis- 
missed the, Asian 
financial crisis as 
“a tew small glitches to fin road* 
last November, he was not alone 
to underestimating the extent to 
which its Impact would ripple 
across the world economy. 

From Pakistan to Mexico and 
from South Africa to Russia, gov 
exnments are facing currency cri- 
ses of varying severity. Tie 
South African rand, Indian rupee, 
Canadian dollar and Chilean and 
Mexican pesos have all hit record 

lows. The Pakistani rupee deval- 
ued last weekend and yields on 
Russian government debt have 
soared, underlining the fragility 
of the rouble as Moscow negoti- 
ates with the International Mone- 
tary Fund. 

"First it was Thailand and the 
other countries in south-east 
Asia. Then it was Japan. Now the 
world Is getting worried about 
round three of the Asian crisis," 
says Nell MacKinnon, an inde- 
pendent hedge fund adviser. In 
sued) circumstances, what sepa- 
rates the countries that succumb 
to pressure from these that man- 
age to survive it? 

Economists are still stra gg ling 
to explain how the Aslan crisis 
spread to rounds one and two. 
Traditional accounts of 
elsewhere show how crises jump 
from one trading partner to 
another. But the global reach of 
the Asian crisis demands a more 
complex explanation, emphasis- 
ing the role of commodity prices, 
investors’ sensitivity to economic 
f imdampniais and the yen's fluc- 
tuations against the dollar. 

Economists have long been 
aware that a ftnanrtui crisis to 
one country spreads to others. 
This contagion is normally 
greater during times of market 
turbulence thaw periods of 
it operates more on regional than 
global fines and it usually runs 
from big to small countries. 

But as Morris Goldstein of the 
Institute for International Eco- 
nomics points out*, the Asian cri- 
sis does not fit the traditional 
pattern. It originated to a small 
country - Thailand — and has 
spread to a wide variety of econo- 
mies, large and small . 

Trade and investment links are 
obvious ehann«*7« of contagion: a 
crisis in one country will weaken 
exports and capital flows to Its 
trading partners. But this msans 
the first cas u a l ties of Thailand's 
devaluation a year ago today 
should have been Malaysia, Sing- 
apore and Taiwan, not Indonesia 

and South Korea. - 

•A more persuasive hypothesis 
fs that the Thai crisis sent a 
“wake-up call" to Internationa] 
investors, prompting them to re- 
evaluate the creditworthiness of 
other emerging markets. In. Asia 
investors soon found other econo- 
mies that - like Thailand - had 
current account deficits, over- 
valued exchange rates, excess 
capacity and poorly supervised 
weak financial systems. On this 
view, there has been a “flight to 
quality" - such as Wall Street 
Given that neither interest rate 
spreads nor credit ratings gave 
much due to the spread of the 
Aslan crisis, economists have 
redoubled efforts to produce their 
own early warning systems. 

Their studies suggest that over- 
valued exchange rates, big cur- 
rent account deficits, falls in 
exports and weak economic activ- 
ity are the best predictors of cri- 
ses. A country is also vulnerable 
if there are falls in the prices of 
any commodities it produces. For 
a big producer, such falls weaken 
its trade portion, public finances 
and domestic activity. Countries 
with heavily traded currencies 
and relatively small foreign 


In the second of two articles on the anniversary of the 
financial crisis, Robert Chote and Daniel Dombey look 
at how its influence has spread to other emerging markets 



a response and, barring Mexico 
and Chile, that hasn't happened.". 
Both the Chilean and Mexican 
pesos have reached record lows 
in recent days; Mexico’s currency 
has fallen 14 per cent against the 
dollar since October. 

Russia has been a big casualty 
of commodity price weakness loo. 
Falling revenues from oil and 
gas, its biggest exports, have 
greatly exacerbated long- 
standing problems with tax col- 
lection and government financ- 
ing. This week the country's refi- 
nancing rate was jacked up 20 
percentage points to 80 per cent 
But leading industrialists are 
urging devaluation. 

“If the rouble devalues, the via- 
bility of other fixed currency 
regimes to the region will inevi- 
tably be challenged," argues 
Brian Muflaney at HSBC. “The 
Baltic currencies and Ukraine 
would be especially vulnerable. 
The Czech koruna would be 
shaky, especially if the upcoming 
election produces an unstable 
new coalition government” 


s 


exchange reserves are also to 
danger. Using such measures, the 
best leading indicators predict 
tour exchange rate crises out of 
five. But they send approxi- 
mately one false alarm for every 
two correct ones. 

Consider the case of Pakistan, 
which devalued over the week- 
end. The emerging market risk 
indicator that Ma n m o ha n Kumar 
and colleagues at Credit Suisse 
First Boston have developed 
.characterised Pakistan as a 
“moderate risk” in April, facing a 
47 per cent chance of a crisis 
(meaning a 5 per cent drop in a 
month). By June the risk had 
reached almost 70 per cent, 
reflecting falling reserves and 
weaker export growth among 
other factors. . 

Given, this underlying deterio- 
ration, the announcement of 
sanctions to the wake erf Pakis- 
tan's nuclear weapons tests In 
May probably came as a decisive 
blow. To the extent that they 
affected perceptions of likely for: 
eign Investment and real eco- 
nomic activity, they made Pakis- 
tan look even more vulnerable 
than it had been before. 

Pakistan was affected by 
another factor that appears to be 
of growing importance in the 
Asian contagion: weak commod- 
ity prices. Other countries, 
especially Russia and South 


Africa, show this even more. 

Commodity prices dropped ll 
per cent in the second half of last 
year, stabilised, and started to 
fall again in May. Metal and agri- 
cultural commodity prices have 
fallen a quarter from their 1995 
highs, while energy prices are a 
third down from their 1996 peak. 

. Commodity prices had already 
been in a cyclical downturn 
when the Aslan crisis added 
extra downward momentum. The 
fall to national income in the 
countries most affected has 
meant there is less construction 
activity, a scarcity of trade 
finance and rising import costs to 
national currency terms. These 
have cut demand for commodi- 
ties, especially industrial raw 
materials. The effect on prices 
has been dramatic partly because 
Asian countries have become 
increasingly important commod- 
ity consumers to recent years. 

Asian developing countries 
accounted for two-thirds of the 
increase in world petroleum con- 
sumption between 1992 and 1996, 
raising their share of world con- 
sumption from 12 to 15 per cent 
Base metals, rubber, grains, fats 
and oils show w miiar patterns. 
Prices for timber, rice, natural 
rubber and vegetable oils have 
also been reduced as currency 
depreciation to Asia has encour- 
aged producers in the region to 


export more from existing stock- 
piles and step up production. 

In industrialised countries, 
weaker commodity prices have 
been a welcome disinflationary 
influence, but for producers the 
detrimental impact has been con- 
siderable. At least 25 countries 
depend on petroleum for a fifth 
or more of their foreign exchange 
earnings. They include Russia, 
Nigeria and several Latin Ameri- 
can nations, as well as the famil- 
iar Middle Eastern producers. 
Palling copper prices pose a simi- 
lar threat to Zambia. Chile and 
Mongolia, which derive 20 per 
cent of the foreign exchange 
earnings from the metal 

Throughout Latin America, 
current account deficits have 
widened as commodity price falls 
have coincided with stronger con- 
sumer demand. Chile's deficit, 
the most threatening in the 
region, may reach 7 per cent of 
national income this year. Com- 
modities account for 60 per cent 
of Chile's exports and oil for 40 
per cent of the Mexican govern- 
ment’s revenue. 

“Nearly every country to the 
region bar Brazil is dependent on 
commodity exports." says John 
Bowler, Latin America director 
at the Economist Intelligence 
Unit. “The fall in commodity 
prices should mean the real 
exchange rates should weaken as 


o far. the strength of the 
eastern and central Euro- 
pean currencies has 
shown that not all emerg- 
ing markets are yet tarred with 
the same brush. The fiscal poli- 
cies of many of the region’s gov- 
ernments have met with the mar- 
kets' approval, while they are not 
seen as unduly reliant on “hot 
money" to finance current 
account deficits. 

Commodity price weakness 
also helps explain the recent tra- 
vails of the South African rand. It 
has suffered In particular from 
the low gold price, which reflects 
central bank disenchantment 
with the metal as well as the 
Asian crisis. Gold and other met- 
als are a third of its exports. 

South Africa lacks the large 
current account deficit or con- 
spicuously overvalued currency 
that would make it vulnerable to 
a Thai-style wake-up call. But, as 
in Russia, investors are nervous 
about the authorities' willingness 
to maintain high interest rates 
for long. Since the European 
exchange rate mechanism ran 
into trouble to the early 1990s, 
doubts about the sustainability of 
sky-high interest rates have been 
a feature of currency crises. 

In the past. South Africa has 
perhaps been too quick to cut 
rates when pressure on its cur- 
rency begins to recede. The most 
recent rate Increases, to 2tt5 per 
cent, have helped the rand 
recover from depths beyond R6 to 
the dollar. Bui investors know 
that very high interest rates may 
prove unsustainable in an atmo- 
sphere of political instability. 

Like other emerging markets. 
South Africa has suffered as the 
dollar's strength against the 
enfeebled Japanese yen has pul- 
led funds out of emerging mar- 
kets and into US assets. By weak- 
ening the competitiveness of 
Japan’s trading partners, farther 
yen weakness could trigger a 
fresh round of regional devalua- 
tions, beginning with China and 
Hong Kong. 

Together with Russia's fiscal 
plight, this is (he possibility that 
is causing international policy- 
makers to lose most sleep. But 
for all the work that has gone 
into explaining how Asia's crisis 
has spread over the past year, no 
one knows where and when trou- 
ble will strike next 

*The Asian Financial Crisis: 
Causes. Cures and Systemic 
Implications, by Morris Goldstein, 
Institute for International Eco- 
nomics, Washington DC. 

The earlier article on the first 
anniversary of the Aston crisis 
was published an July I 
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Rupert cuts 
his cloth 


Smart man, Rupert Murdoch. 
Smart sifts. But the Australian 
media mogul who’s busy stfteftfng 
together a demerger of his US 
entertainment interests, may not 
always be what he seems. Ask 
Philip Townsend, who served as 
Murdoch's butter for five years aid 
Is about to publish hfe book on the 
fife Inside Murdoch’s London 
penthouse, sandwiched between 
the RHz Hotel and St James's 
Palace. 

Townsend’s account may not 
win the approval of a man who 
owes at least a part of Ns fortune 
to' the public's insatiable interest in 
famous people's private fives but, 
then again, he's going to find It 
hard to complain. For much of 
"Just Rupert", toe manservant 
displays a generous affection fora 
boss who can pick, up the phone 
to presidents aid, apparently, 
agonise over foe contents of a 
breakfast cereal packet 
But neither can Townsend resist 
spilling the beans on some of the 
traits he reckons make Murdoch 
tick. Extracts pubfished in 
London's Punch magazine 
suggest, Hke many wealthy men, 
Murdoch Is careful with his cash, 
never more than when it comes to 
his wardrobe. 

Townsend cte&ns he was sent to 
pick up £1,500 suits from 
top-notch tmdltional tailors In 
Savfle Row, which would then be 
flown to Hong Kong to be copied 


several times over at a fraction of 
the price. How's that for cash 
management and global reach? 

Stitch in time 

Talking of taflors, nothing's been 
left to chance today as US 
President Bill Clfoton jets Into Hong 
Kong. As well as the security 
cordon round toe spanking new 
airport - where Air Force One wil 
be the first plane to trundle down 
the tarmac - the territory's 
best-known gentleman's outfitter 
has been briefed at the highest 
level 

Manu Melwani, aka Sam toe 
Tailor, recently took Ns tape and 
chalk to Washington on a top 
secret mission. But toe word on 
toe street Is that Hong Kong’s 
celebrity outfitter was measuring 
the presidential Inside leg ready for 
a suit fit for a superpower. The big 
question 2s whether Cfinfon wffl be 
able to get krto Ms new threads 
after tonight’s seven-course 
banquet at Government House. 

The feast has taken three days to 
prepare, involving 38 kitchen staff 
and eight chefs. Let's hope Sam 
has cut toe president some stack. 

Number’s up 

There's a numbers game in 
Warsaw as Poland's politicos try to 
divide toe country into bite-sized 
bits. Prime minister Jerzy Buzefc 
wants the current tangfe of 49 
administrative districts replaced 
with a dozen or so stream fried 
provinces. But there's local pride 


at stake and the citizens of 
Bydgoszcz, Opole and fdefee - to 
name but a few - aren’t pleased. 

A stream of demonstrators have 
been tramping the streets of the 
capitaL Even when the original plan 
for 12 provinces was increased to 
15, the tfisaan t ecs weren't satisfied. 
The bishop of Czestochowa, a 
catholic shrine in central Poland, 
has appealed pubfldy to the PM to 
save toe town’s separate status. 
Now President Atekaander 
Kwasniewski is taking a stand: he 
says he’! veto the government's 
plan, partly because it doesn't 
indude his home region of 
Koszafin. 

Kwasniewski wants the magic 
number increased to 17, but the 
Sofidarfty-led government is 
unlikely to a^ee. That was toe 
number of provinces to toe bad old 
days of Communist rule. Observer 
suggests a common-sense 
compromise on sweet 16. 


Net loss 


Addas must be hoping that the 
final 10 days of the World Cup 
soccer tournament in France make 
up for a dismal first couple of 
weeks. The four stars chosen by 
the German sportswear giant to 
front Its worldwide ad verbs Big 
campaign have hardly covered 
themselves with glory. 

England bad-boy David 
Beckham, dismissed fix violent 
conduct on Tuesday night as his 
side lost to Argentina, was toe 
third Adidas thoroughbred to see 
red. France's Zinedine Zidane and 


Patrick Kluivert of Holland were 
given their marching orders in 
earlier games. The fourth member 
of toe Adidas dream team, Rattan 
Alessandro Del Piero, has 
managed to stay on toe right side 
of the footballing law but hasn’t 
lived up to his star baling. 

With the tournament only at the 
quarter-final stage, things could 
improve for Adidas. Or they could 
get worse. England are out and 
Kluivert looks unlikely to reefasn 
his place in toe Dutch side. But 
Zidane and Dei Piero must take a 
bow in the next round. What odds 
on heavy defeat for toe host nation 
and a red card for the out-of-sorts 
ftafian? 

Clever clogs 

. . . And If only David Beckham had 
gone to Cambridge University, he 
wouldn't have been sent off. So 
says British education minister 
David Blunkett. Launching a 
recruitment drive by and ant seat of 
learning to attract more students 
from State schools, Blunkett said 
there was no reason why icons of 
popular culture - including rock 
stars and soccer players - 
shouldn't get a tip-top university 
education. 

“I’m sure a Cambridge graduate 
wouldn't have kicked out," he said, 
alluding to Beckham’s moment of 
madness. “They would probably 
have said something to Latin - 
which would have made a big 
difference." 

As Rlny toe Elder would have 
sakf. it's a beautiful game. 


100 years ago 

An American Squadron Sails 
New York. 1st July. The 
Washington Correspondent of 
"The Herald" telegraphs that he 
has excellent authority for the 
statement that toe mission of 
Commander Watson's squadron 
has only a slight reference to 
the bombarcknent of toe 
Spanish coast The primary duty 
of that squadron will be to 
follow Admiral Camara's fleet to 
the Philippines, wtrfther toe 
officials of the Navy Department 
are now convinced rt is 
proceeding. 

50 years ago 

Norway's Trade Outlook 
Oslo, July 1. Norwegian exports 
have shown a remarkable 
increase In toe past two years. 
Latest trade returns reveal an 
export value of 807 miffion 
kronor lor the first five months 
of 1948, against 600 mil tons to 
the same period of 1947, and 
400 millions In 1946. H is 
believed that exports will 
continue high distng coming 
months, but the more distant 
future Is obscure. Norwegian 
exports are no longer s effing too 
freely, and competition is felt in 
toe overseas mamets. Despite 
Import curtailments, imports 
continued high during the first ' 
five months of this year. 
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Volvowagen 


There can be no middle way. Talks on 
industrial co-operation between Volvo and 
Volkswagen will lead to either a takeover 
or nothing at alL Ever since Daimler-Benz 
broke the code of gentlemanly behaviour 
in pushing into the small car market with 
the A -Cl ass and Smart, the gloves have 
come off. Volkswagen has bought a port- 
folio of luxury brands to challenge Daim- 
ler's S-Class. And adding Volvo's position 
as world number two heavy truck maker 
would set it head-to-head against its 
market-leading Stuttgart rival. 

The problem, however, is that Volvo 
will be a reluctant seller of Its strongest 
division in terms of brand and market 
share. Furthermore, trucks provide much 
of the engineering core of Volvo's related 
bus and construction machinery busi- 
nesses. Losing it would tear out the heart 
of the company. The idea of launching a 
Joint venture in trucks also looks odd: 
Volvo needs neither VW's cash nor lim- 
ited expertise. 

If VW really wants Volvo's trucks, it 
will have to construct a Daimler-Chrysler 
type of “takeover in everything but name” 
that appeases Stockholm's national pride 
in ways that sellin g out to a state-owned 
Renault never could. Most likely, this will 
Involve a colossal premium going to 
Volvo shareholders. Since the available 
synergies seem largely or the negative 
variety, such as cannibalisation of Audi 
sales by Volvo. Volkswagen's sharehold- 
ers should not be happy at the prospect. 


European car makers 
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companies without paying a big risk pre- 
mium; and it wiD soon be difficult to 
persuade clients that it has the necessary 
expertise to transact deals. 

Deutsche still has one big asset: a large 
base of German corporate clients. But it 
now seems pretty clear that it Is not going 
to be able to graft investment banking 
expertise on to its commercial banking 
base without a radical rethink. And 
Deutsche certainly cannot do that until 
it recognises the magnitude of its prob- 
lem. 


Tracking slocks 


Deutsche Bank 

The smart rats are leaving Deutsche 
Bank's investment banking ship. If it was 
only Frank Quattrone and his Silicon 
Valley high-tech stars scampering off to 
CSFB. Deutsdhe's “crisis, what crisis" atti- 
tude might be reasonable. But Dietrich 
Becker, who was in charge of the capital 
goods team, has jumped ship to Morgan 
Stanley. Deutsche’s French aces have 
defected to Merrill Lynch. And the disaf- 
fected UK mergers and acquisitions team 
- the core of the old Morgan Grenfell - is 
eroding too. 

Things have got so bad that it is hard to 
see what can stop the roL Deutsche - like 
BZW, Nat West Markets and IN G Barings 
before It - is being squeezed in investment 
banking's muddled middle. The best staff 
cannot be stopped defecting for stronger 


Financial engineering is back in vogue. 
News Corporation this week announced 
the spin-off of 20 per cent of Its US enter- 
tainment assets. Last week, AT&T 
unveiled plans for a “tracking” or “letter” 
stock to target its new consumer services 
division following the merger with TCL It 
is clear what the companies are hoping 
for: a higher rating for a Cast-growing part 
of their business, without sacrificing con- 
trol or the synergies that come with com- 
mon ownership. But when managers try 
to have their cake and eat it. investors 
should be careful. 

Tracking stocks have their good points. 
They allow different investors to back 
businesses with varying characteristics. 
By focusing attention on a particular slice 
of a conglomerate's operations - and 
often persuading different analysts to fol- 
low it - they can indeed boast the valua- 
tion. But they have drawbacks too. Track- 
ing stocks offer an economic interest in a 


business, but no ownership of the under- 
lying assets. Some pay dividends, such as 
the Hughes Electronics unit of General 
Motors, but the new AT&T consumer divi- 
sion will not And tracking stocks confer 
no voting rights - control remains with 
the parent's board. By definition, manag- 
ing the divergent interests or two separate 
but related companies will create con- 
flicts, leaving investors at the mercy of 
the executives - which is why these secu- 
rities are also known as “trust-me" stocks. 
Investor suspicion accounts for much of 
the 12 per cent drop In AT&T’s shares 
since the deaL 

If issuing a tracker was the only option, 
that might be flne.lt can facilitate an 
acquisition, as with Hughes, or avoid a 
spin-off's hefty tax bill But mostly, inves- 
tors would be better served if companies 
furnished them with enough information 
to allow a proper valuation, or opted for a 
full demerger. 

Gan 

It would be easy to suggest that the 
French government’s sale of the Gan 
insurance company to Groupama 
smacked too much of politics. Groupama 
has long been the favourite because it is 
both French and a union-friendly mutual. 
But the price achieved Is high enough to 
challenge such cynicism. Indeed Group- 
ama’s mutual status enabled it to table a 
bid that risks a low return on this invest- 
ment for some years. 

The near FFr20bn ($3_34bn) achieved for 
Gan is about L3 times historic book value 
and nearly 22 times last year's earnings. 
Although the group is on a strong recov- 
ery path. It needs substantial additional 
provisions - such as for pensions mis- 
se lling in the UK. This is why Swiss Life 
was seeking nearly FFr7bn in guarantees 
from the government. The winner settled 
for less than FFr3bn. 

Groupama's problem is that its promise 
to maintain jobs for five years robs it of 
the obvious cost-cutting route to protect 
profits from provisions. However, some 
rationalisation will still be possible. A few 
years into the next millennium, when a 
swathe of staff will be retiring, the bene- 
fits of being the second biggest French 
insurer should actually hit the bottom 
line. What about a public offering once 
those are in sight? 


Stock markets boosted by 
hopes of reform in Japan 
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Europe today 

Northern Finland and Sweden will 
be cloudy with rain, but the rest of 
Scandinavia will be tepefy fine and 
dry with sunny spells. A trough of 
low pressure with an associated 
frontal system from north-western 
Russia across the Alps to southern 
France wifi bring heavy rain and 
some locally strong thunderstorms. 
The Low Countries and northern 
Germany wifi be fine with sunny 
spells. From southern Spain and 
the Mediterranean to the Black 
Sea, it will be sunny, and 
particularly hot over southern Italy 
and Greece. 

Five-day forecast 

From the Alps to the Black Sea, It 
win stay unsettled with rain and 
thunderstorms until Saturday, but It 
will become fine over the weekend. 
Scandinavia win become unsettled 
as low pressure develops over the 
weekend. Western Europe wifi 
become mainly dry with sunny 
spells, but it win be cool. 



Situation at midday. Temperatures maxomm for day. F orecasts by WEATHERCENTRE 


TODAY'S TEMPERATURES 
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By G3ian Tett to Tokyo 
aid PHflp Coggan in London 

World stock markets moved ahead 
strongly yesterday on hopes that the 
Japanese government was finally 
committed to taking action to boost 
its ailing economy and banking 
system. 

Reports in the Japanese media 
said the ruling Liberal Democratic 
party wanted to announce Y3,00Qbn 
($2L7bnj in permanent income tax 
cuts soon, in addition to the recent 
Yl&700bn stimulus package. 

The government yesterday d e n ied 
it had firm plans for tax cuts. But 
Ryu taro Hashimoto, prime minister, 
said Tokyo was now committed to a 
review of personal and corporate 
income tax to create a more bal- 
anced and “fair" system. 

His comments helped drive the 
Nikkei 225 index, the key stock mar- 
ket indicator, up 3.36 per cent to 
16,362.89. 

The yen also strengthened slightly 
against the US dollar to close at 
around Y23S in late Tokyo trading, 
near the levels it reached after the 
surprise intervention by the tJS Fed- 
eral Reserve and Bank of Japan to 
support the currency last month. 

European markets took their lead 
from Tokyo's rally with bourses in 
Brussels. Fr ankf urt. Paris and Zur- 
ich reaching new peaks and the 


FTSE Eurotop 100 index bitting a 
record high. 

Expectations of more reforms are 
focused on the LDP’s plans, which 
should be announced today, to cre- 
ate a “bridge bank" to take over the 
assets of failed banks. 

LDP officials yesterday indicated 
that the bridge bank would operate 
through a “two-step" process. The 
first step would occur when the 
Financial Supervisory Agency, the 
recently established regulatory 
agency, declared a bank collapsed. 

The failed bank would then 
remain in existence, managed by 
government administrators, for np 
to two years, with shareholders pro- 

Hopes rise for action in Japan 
Tokyo 

Wdei 225 Average (000) 

17.5 


tected. During this period the FSA 
would inspect the bank’s books aid 
oversee liquidation Of the bad loans. 

Loans to sound borrowers would 
be maintained in the hope of pre- 
venting a single bank failure from 
triggering a “credit crunch" among 
healthy companies. 

If no purchaser was found, the 
bank would then be rationalised and 
put under the control of the Deposits. 
Insurance Corporation, a govertw? 
mest body. 

Asia’s ripple effect, Page 17 
SonBomo Trust merger, Page tfl 
Currencies, Page 31 
World slocks, Page 42 
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Conciliatory speeches mark 
launch of Ulster parliament 


By John Murray Brawn 
and agencies in Belfast 


Northern Ireland's first parliament 
in almost a quarter of a century held 
its inaugural session yesterday, 
marking another milestone on the 
province's long and troubled road to 
peace. 

The session was marked by concil- 
iatory statements from the prov- 
ince’s leading politicians, many of 
whom had refused until now to sit in 
the same room. 

In particular, David Trimble, 
leader of the Ulster Unionist party, 
the largest party in the assembly, 
signalled a softening in his stance 
towards Sinn Fein's future role in 
the power-sharing administration. 

“Some people have done terrible 
things. We are not saying, nor have 
we ever said, that simply because 


people have a past means they can’t 
have a future," Mr Trimble said. 

Looking across the chamber at the 
Sinn Fein benches, he said: “We 
have always acknowledged that 
people can change, that it is desir- 
able that they change and that they 
demonstrate they have changed." 

As expected, Mr Trimble was 
elected first minister of the new 
administration. Sinn F6in abstained, 
with Gerry Adams, the party presi- 
dent, emphasising he was anxious 
not to give Mr Trimble's unionist 
opponents ammunition, but he 
offered his congratulation “in a 
spirit of generosity". 

Mr Adams earned jeers from sup- 
porters of Ian Paisley, leader of a 
smaller unionist party opposed to 
the power-sharing administration, 
by be ginnin g his address in Irish. Mr 
Adams said: “It’s only by meeting 


like this that we can stop thinking 
about ourselves and start thtwio^g 
about our children and our future " 

The vote - which jointly elected 
Mr Trimble, and Seamus Mallon. of 
the nationalist Social Democratic *. 
and Labour party, as deputy first!.-, 
minister - was followed by a debate 
on Sunday's disputed Orange Order 
parade at Drumcree. Fortadown. 

The first minister and his deputy 
will serve in a shadow executive 
committee of up to 10 ministries that 
will take responsibility for the six 
departments of the N o rt her n Ireland 
Office next year when powers are 
devolved from Westminster. 

This was the first time Mr Pais- 
leys party and other opponents of 
the Good Friday peace agreement 
had sat with IRA representatives, 
with the occasion being used to rake 
over past republican atrocities. 


The Lehman Brothers Elro-Aggrf.gate Index 



Let us help you navigate the 
new euro fixed income markets. 

To be launched on I st July, the Lehman Brothers Emu-Aggregate In«l«»v is set to 
become the definitive measure of portfolio performance in Europe’s new single currency markcL 
Featuring some 7,000 eunxie nominated fixed income securities, it draws on our 
25 years' experience of structuring bond indices: a track record that explains why over 
70*?> of US institutional investors use Lehman Brothers' benchmarks, and why we were voted 
1 997 s No. I bond index provider in Institutional Investor magazine's annual investor poll. 

For mare information call the index support group in London on 0171 260 2787 
or in New York on 2 1 2 526 6744 today. And be sure of charting the right course 
in 1999's new euro fixed income markets. 

LEHMAN BROTHERS 

One Bmadgtuc. London EC2M 7HA Tel: 017 1 601 0011 Fax:0l7i 2M3193 
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Packard Bel! head resigns abruptly 

Beny- AJagem, the man who founded Packard Bell 
and made It. at one time, the largest personal 
computer manufacturer in the US, has resigned 
abruptly as chairman and chief executive. He 
blamed differences with the company’s two lead- 
ing outside shareholders. Page 20 

Egypt bourse receives slate boost 

The failure of privatisa- 
Egypt tion issues in Egypt has 

Hermes General rdu brought sluggish market 

. 340 : performance recently. 

" 220I Traders therefore wel- 

V~ ~ corned measures aimed 

™ '[T st livening up Cairo's 

iao JJUyi stock market The gov- 

160 r y emment said new issues 

- _ , wJSw woukj ho valued on the 
baste of a prtce/eareings 

Tim ITT try ratio closer to eight, with 

all Issues underwritten. 
The Hermes General index stands at 146.63, 
compared with 146.55 six months ago. Page 42 

Unisource advances with Italian deal 

Unisource, the pan-European telecoms alliance, 
sard it had made “significant progress* in its talks 
with Telecom Haifa on a commercial accord. It said 
the companies were in agreement “on a certain 
number of important subjects". Page 22 

Write backs flatter Indian banks 

The three big Indian banks all made liberal use of 
Reserve Bank of India guidelines last year, record- 
ing gains on their Investment portfolios when 
marking to market in a tow interest rate environ- 
ment These write- backs were recorded as profits 
but analysts say this may be misleading. Page 23 \ 

Tea broker looks for better quality 

In its annual report, J. Thomas, the world's largest 
tea broker said the Indian industry, the world's 
largest, benefited from record production and high 
prices in 1997, and can now up production and 
improving the quality of ft s tea. Page 32 

Telefonica poised for move to Brazil 

Many global telephone 
operators are lining up 
to enter the Brazilian 
market when its vast 
Teiebrds network is pri- 
vatised this month. But 
the Madrid-based Tele- 
fonica group, headed by 
the ebullient Juan Vi Da- 
tonga (left), is the only 
carrier to have signed up 
to view private informa- 
tion on all 12 companies 
that Telebr&s is selling. Tetefdniea Is already the 
largest foreign operator in Latin America. Page 24 

Lehman launches bond index 

Lehman Brothers has joined the battle of the bond 
indices with the launch of its Euro-Aggregate 
Index, which will track the performance of 6,882 
bonds denominated in Ecus, euros or European 
monetary union currencies. Page 30 


Sumitomo merger ‘probable’ 


By GBta Tett m Tokyo 


Sumitomo Trust. Japan’s 

second largest trust bank, the consensus orientated way 


LTCB deal may set benchmark for banking alliances 


loan problems. Market interest keeping the alliance," Mr Nafc 


yesterday said there was a of doing things is not suitable has been intense in the pro- amnra said. "Although wc* do 


‘very high probability' that a for the coming age." 


posed alliance, which was not have investment banking 


proposed merger with the trou- Sumitomo said details of the a n n o unced last Friday follow- experience, we do have a big 

bled Lang-Term Credit Bank of planned merger with LTCB lng a sustained plunge in experience in asset manage- 


Japan would proceed. 


Sumitomo officials said the long review of LTCB’s assets, 
alliance with LTCB would set The combined assets of the 


would emerge after a month- LTCB’s share price due to coo- meat.” He added that Sumj- 


cern about 
strength. 


its financial 


a new benchmark in banking merged group would total Earlier this week UBS. the management styles on the 
mergers. “This is absolutely Y41,800bn (t290bn) makin g it bank formed by the merger of joint ventures, 
not a traditional merger of the second largest group by Swiss Bank Corporation and Analysts fear that Sumitomo 
equal partners, but an absorp- assets in Japan’s banking Union Bank of Switzerland. Trust could be weakened by 
! rion [of LTCB hy Su m ito m o 1," sector. said it would hold taik-g with the LTCB link and that the 

said Taka&hi Nakamura, gen- The deal is regarded as a lit- Sumitomo Trust about SBCs deal could be derailed because 
eral manager of the corporate tnus test for reform in Japan’s alliance with LTCB. which LTCB will not accept Sumi- 
planning department "This is financial sector, as the country covers three joint ventures and tomo Trust taking control, 
a new model which could lead comes under new pressure a 1 per cent cross sharehold- Mergers in Japan have tradi- 
to restructuring in Japan’s from its main trading partners ing. “My gut feeling Is that tionally been conducted 
financial world. We think, that to tackle the banks' huge bad (UBS) will be interested in through consensus decision- 


I making. Sumitomo Trust said 

anking alliances its officials would bold the 

senior management positions 
keeping the alliance," Mr Nak- in the merged bank. The 
amura said. "Although wc> do details of the merger, includ- 
not have investment banking mg the equity structure, will 
experience, we do have a big be decided after the govern- 
experience in asset manage- ment has conducted an indc*- 
ment." He added that Sumi- pendent assessment of LTCB's 
tomo Trust would probably bad loans, 
accept UBS imposing western The Financial Supervision 
management styles on the Agency, the newly formed reg- 
joint ventures. ulatory body, pledged to start 

Analysts fear that Sumitomo the inspection immediately. 
Trust could be weakened by Sumitomo Trust insists that 
the LTCB link and that the it will not conduct the merger 
deal could be derailed because unless LTCB removes its 
LTCB will not accept Sumi- Yl.378bn problem loans, 
tomo Trust taking control. Although there would "not 
Mergers in Japan have tradi- be Imm ediate job cuts” there 
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tionally been conducted 
through consensus decision- 


will be “continuous stream- 
lining’’. Mr Nakamura said. 


Groupama pays $2.9bn 
for state’s GAN stake 


By Andrew Jack fa Paris 
and etuis Adams fa London 

The French government 
yesterday sold its controlling 
stake in GAN, the troubled 
state-held insurer, to the mut- 
ualist Groupama. The deal cre- 
ates the second-largest insurer 
in the country. 

The transaction - for 
FFri7-25bn ($2_9bn) - was the 
last remaining privatisation of 
a large financial institution in 
France apart from the long- 
troubled bank Credit Lyon- 
nais. due to be sold within the 
next few months. 

It creates an insurance 
group with worldwide annual 
premiums of FFr79bn. Domini- 
que Strauss-Kahn. the econom- 
ics. finance and industry min- 
ister. said it would be a 
“European-sized company” 
and “a second French pole" 
alongside Axa, the financial 
services group. 

The sale also provides a 
boost to France’s mutuahsts at 
the expense of quoted com- 
panies, coming in the wake of 
the privatisation of state- 


owned bank C1C to Credit 
Mutuel this spring, and the 
recent rapid growth of Credit 
Agricole, a xmitualist that is 
the country's largest bank. 

Mr Strauss-Kahn rejected 
suggestions that be had given 
preference to a French com- 
pany, saying Groupama had 
offered the most attractive 
financial terms. 

But Manfred Zob el, chair- 
man of Swiss Life, the alterna- 
tive bidder with an offer of 
FFrl7.43bn, said the sale had 
become a “political issue”. He 
added that the Zurich-based 
group bad not been able to 
provide guarantees safeguard- 
ing jobs at GAN. 

However, one person close to 
the negotiations said Swiss 
Life had been the preferred 
candidate and last out because 
it had demanded high guaran- 
tees from the state against 
additional losses by GAN - of 
FFr7bn compared with 
FFr2Bbn by Groupama. Grou- 
pama’s guarantees have been 
designed to cover extra costs 
that may be incurred by GAN 
Life, GAN’s former UK life 


assurance subsidiary, as well 
as Its exposure on trade insur- 
ance and its investment in 
Bansard, an industrial group. 

The side brings near to com- 
pletion the restructuring and 
privatisations across the GAN 
groups imposed by EU compe- 
tition authorities in 1997 in 
exchange for a government 
rescue plan that may cost the 
taxpayer up to FFr23bn. 

However. Mr Strauss-Kahn 
said the high prices achieved 
in the sale of GAN’s assets - 
including those of dC and its 
property arm LHC as well as 
the core insurance business - 
meant the state had almost 
entirely recovered the costs of 
the bail-out. 

Mr Zobel said Swiss Life 
would continue to look for 
acquisitions outside Switzer- 
land. “We will strengthen our 
position abroad and you can 
only do that by acquisition," 
he said. Groupama pledged to 
reveal its strategy for the com- 
bined group on Friday. 
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Billiton stock up 12.5% 
on revised profit forecast 




The Itaian-buBt Disney Magic sails past a bridge In Venice Pclue: Reuter? 

Disney liner beads to sea 

Walt Disney's new Italian-built ship is the first of two 2,400- 
crulse liner, Disney Magic, passenger vessels ordered by 
sailed past the historic city of Disney from the Fincanteria 
Venice yesterday as the count- shipyard. She is now due to 
down began to her twice- make her first sailing from 
delayed maiden voyage. The Florida on July 30. 
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By Keooeth GotxBng fa Loudon 

Billiton, the UK-Usted mining 
and metals group, yesterday 
said a profits forecast made 
two weeks ago would be “com- 
fortably exceeded", prompting 
a sharp rise in its share price. 

It made the statement while 
Brian Gilbertson, chairman, 
and Mick Davis, finance direc- 
tor, were hosting separate 
lunches for analysts, thus join- 
ing the growing list of UK 
companies issuing statements 
to the stock exchange after 
meetings with analysts. 

Billiton’s share price rose 
15Y«p, or 12. 5 per cent, to 137p 
j but was still 38 per cent below 
the 221’/jp of last July, when 
Billiton was spun off from 
Gencor of South Africa. The 
group raised £949m ($l-58hnl at 
that time with a London list- 
ing which took it straight into 
the FTSE 100 index. 

Billiton’s statement was 
widely seen as a response to 
controversy sparked last week 
by changes to profit forecasts 


for Imperial Chemical Indus- 
tries. These were made by 
some analysts after conversa- 
tions with ICI but in the 
absence of a statement by the 
company to the stock 
exchange. 

On June 17 Billiton said the 
board was confident its attrib- 
utable profit for the year end- 
ing June 30 would be not less 
than $455m. compared with the 
pro forma $335m for the previ- 
ous 12 months. 

Yesterday it said the compet- 
itive position of its operations 
In South Africa had improved 
because of the recent depreda- 
tion of the South African rand 
and this “means that this fore- 
cast is likely to be comfortably 
exceeded”. 

Analysts said they were 
unlikely to change their fore- 
casts. “A couple of weeks of 
rand depreciation won’t have 
much impact on the year to 
June 30," said Nigel Kieser. at 
J.P. Morgan. “But it was a 
good idea for the company to 
lift expectations ." He would 


not be changing his forecast of 
9449m. 

Charles Keraot at Paribas 
said be would look again at his 
forecast of (465m. He pointed 
out that many other mining 
shares moved up sharply yes- 
terday. "You could argue that, 
on a three- to five-year basis, 
all mining stocks are very 
cheap at the moment" 

Analysts said there was not 
much else in yesterday’s 
lunchtime conversations to 
give Billiton's shares an imme- 
diate boost. There seems to 
have been differences In the 
messages delivered at the two 
lunches, however, about Billi- 
ton’s planned share buyback. 

Two weeks ago Billiton said 
It planned to buy back up to 10 
per cent of its shares. 

Analysts said Mr Gilbertson 
yesterday suggested this 
would take place after the UK 
abolished accelerated corpora- 
tion tax next ApriL Mr Davis 
said Billiton might not wait 
that long if the price dropped 
low enough. 



Bon voyage: The ship is due to depart Florida on July 30 


n By Greg Mdvor and 
!- Tim Burl fa Stockholm 

t 

Shares in Volvo rose 6.4 per 
i cent yesterday after the Swed- 
r ish automotive group con- 
s firmed it had held talks last 
week with Volkswagen over 
t possible collaboration, 
e But Volvo made clear the 
i- talks were unlikely to lead to a 
full-blown merger and stressed 
, it was committed to its strat- 
egy of independence, but- 
tressed by alliances with other 
producers in areas such as 
engine components. 

Leif Johansson. Volvo chief 
executive, met Ferdinand 
Piecb. X’W chairman, at Vol- 
vo's head office in Gothenburg 
on Friday. The two are 
though! to have discussed col- 
laboration across Volvo’s 
operations, extending from 
cars and trucks, construction 
equipment and industrial 
engines. 

Volvo's most-traded B shares 
climbed SKr20.50 to SKx257 
($32). while VW shares closed 
up DM73.50 at DM 1.816.50 
t $1,009). 

It is understood that the 
meeting, which had been 
planned for some time, was 
called by Mr Piech to discuss 
potential cooperation between 
VW and Volvo's Peuta subsid- 
iary. which makes industrial 
and marine engines. 

Volvo confirmed that Per 
Lindquist, president of Volvo 
Peuta, attended the meeting. 
VVV declined to comment. 
Volvo officials said the talks 
were exploratory and no deals 
were imminent. The company 
declined to say whether fur- 
ther meetings were scheduled. 

But industry analysts said a 
move into industrial engines 
would mark a surprise depar- 
ture from VWs existing auto- 
motive strategy. 

They suggested VW might 
be interested in acquiring Vol- 
vo's trucks division, adding 
that the German company felt 
under pressure to respond to 
the recent mega-merger 
between Daimler-Benz, its 
domestic arch-rival, and 
Chrysler of the US. 

VW has made no secret of its 
interest in entering the trucks 
market. It held Inconclusive 
talks last year over the produc- 
tion of medium-sized trucks 
with Scania, the Swedish 
tmekmaker. 

Lac, Page 18 


US banks set to advise on 
listing of Virgin Atlantic 
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By Jonathan Fort 

Richard Branson's Virgin 
Group is set to appoint two US 
investment banks to advise it 
on the stock market listing of 
Virgin Atlantic, its long-haul 
airline. 

Morgan Stanley, which has 
advised Mr Branson on a num- 
ber of deals In the past, is 
expected to be named as book- 
runner to the issue, which 
could take place towards the 
end of this year. 

Virgin is expected to name 
Merrill Lynch, as co-adviser. 
Merrill advised Mr Branson 
four years ago when be last 
approached other airlines 
about selling some or all of 
Virgin Atlantic 

Virgin said it had not yet 
appointed anyone to advise it 
on the listing but admitted It 
had talked with possible advis- 
ers. 

Mr Branson said last month 
he was considering a possible 
listing far the airline, after a 


number of approaches from 
investment banks. 

He said then a final decision 
on Virgin Atlantic’s future 
would not be taken until after 
the listing of the group’s train 
operating company. Virgin 
Rail, which was due to come to 
the market this month. 

Virgin Ball’s listing was 
aborted last week when Mr 
Branson sold a 49 per cent 
Stake in the company to Stage- 
coach, the public transport 
operator. 

Virgin Atlantic, founded by 
Mr Branson in 1981. could be 
worth £ltm ($1.67bn) if listed. 
The airline has a world net- 
work of premium long-distance 
routes and a well-regarded 
brand. In 2996. the latest year 
for which figures are available, 
it made pre-tax profits of 
£45.2m on sales of £67&5m. 

Analysts said Mr Branson 
was considering selling the 
business because competition 
on its key north Atlantic route 
could intensify if British Air- 


ways makes its expected alli- 
ance with American Airlines. 

This would lead to a redistri- 
bution of landing slots at Lon- 
don’s Heathrow airport, which 
would erode Virgin Atlantic's 
position there. Mr Branson has 
been a vocal opponent of the 
BA-AA deai I 

Virgin Atlantic is seen by j 
the industry as vulnerable to 
consolidation of airlines 
through alliances. 

Virgin Atlantic's only alli- 
ance partner is Continental, 
the financially troubled US 
carrier in which a rival US car- 
rier. Northwest, recently took 
a substantial stake. 

Analysis expect Continental 
to loosen l inks with Virgin 
Atlantic and join the market- 
ing alliance headed by North- 
west and KLM, the Dutch air- 
line. 

It is speculated Mr Branson 
has drawn attention to Virgin 
Atlantic's possible Dotation in 
order to smoke out a trade 
buyer for the business. 
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INVESTMENT BANKING CREDIT SUISSE FIRST BOSTON HIRES QUATTRONE IN RAID ON GERMAN BANK’S SILICON VALLEY TEAM 

Deutsche in talks over US technology unit 


By Bay Hauls, 

Banking Correspondent 


Deutsche Bank was last 
night believed to be in talks 
aimed at achieving an 
orderly transfer of its US 
high-technology business to 
Credit Suisse First Boston. 

The Swiss-owned invest- 
ment bank has hired three of 
Deutsche's US high-tech 
stars and has mounted a raid 
on others in Silicon Valley, 
as well as on the German 
bank's highly rated Euro- 
pean technology analysts. 

The London-based team. 


led by Rennie Miller, refused 
to join the move to CSFB 
spearheaded by Frank Quat- 
trone, who has one of the 
highest profiles in the US 
high-tech sector. 

CSFB is also hiring George 
Boutros and Bill Brady, who 
moved from Morgan Stanley 
to Deutsche with Mr Quat- 
trone in 1996. Other mem- 
bers of his team, which is 
believed to have brought in 
revenues of $200m last year, 
are likely to follow. CSFB is 
offering three-year guaran- 
teed deals. 

Deutsche appears to be 


resigned to losing Mr Quat- 
trone and his US team. His 
defection comes only three 
months after he publicly pro- 
fessed loyalty to Deutsche. 
In March, after Deutsche 
reorganised its investment 
and corporate banking activ- 
ities. Mr Quattrone reas- 
sured customers: "We are 
here to stay. Please trust 
us." But he is believed to 
have resisted subsequent 
efforts to integrate his unit 
into the bank. 

His team Is highly paid, 
even by investment banking 
standards. Mr Quattrone 


himself received more than 
$2Sm last year. 

His move underlines 
CSFB’s ambition to break 
into the "super bulge 
bracket" of investment 
banks with counterparts 
such as Merrill Lynch. Mor- 
gan Stanley Dean Witter and 
Goldman Sachs. 

CSFB's immediate aim is 
to establish itself In the top 
three in the high-tech sector. 
"Now we are saying: with 
one leap, we want to be the 
best," said Charles StonehilL 
CSFB’s deputy global head 
of investment banking. 


Although Mr Qua ttr one’s 
recruitment raised Deut- 
sche's profile in the US, his 
group is believed never to 
have made a net contribu- 
tion to tbe bank’s profits. 

If true, that could reflect 
the failure of Deutsche, 
which has curtailed its 
North American ambitions 
and re-focused on Europe, to 
capitalise on Mr Quattrone's 
strong relationships with 
high-tech companies. CSFB 
said Mr Quattrone wanted to 
be part of a global bank, ft 
was confident it could lever- 
age bis position into profit- 


able business elsewhere. 

The deal with Mr Quat- 
trone raises questions about 
CSFB’s 25 per cent stake In 
Volpe Brown Whelan, a Cali- 
fornian investment bank 
specialising in high-tech. 
CSFB also seriously consid- 
ered bidding for Robertson 
Stephens, the high-tech spe- 
cialist which BankAm erica 
put up for sale to avoid 
an overlap with its merger 
partner NationsBank's Mont- 
gomery Securities subsid- 
iary. 

Lax, Page 20 


news digest 


Cemex expects Indonesia win 


By Richard Lapper, 
Latin America Editor 


Cemex of Mexico, the 
world's third largest cement 
company, is increasingly 
confident it will win control 
of an Indonesian producer in 
a deal which would expand 
its capacity by about one- 
third. 

Lorenzo Zambrano, chair- 
man and chief executive of 
Cemex, said the Indonesian 
government would probably 
name his company as its pre- 
ferred bidder for PT Semen 
Greslk, a majority state- 
owned company which is 
being privatised, in the next 
few days. 

‘Til be very disappointed 
if we are not tbe preferred 
bidder, ~ said Mr Zambrano. 
"We expect to make an 


acquisition and wiil be in 
Indonesia in one way or 
another," As preferred bid- 
der Cemex, would enjoy the 
right to adjust its own bid 
upwards in order to match 
any higher bid. 

The Indonesian govern- 
ment confirmed last month 
that it had received bids 
ftom Cemex as well as two 
other companies - Heidel- 
berger Zernent of Germany 
and Switzerland's Holder- 
bank. the world's biggest 
cement company. Analysts 
suggest that the govern- 
ment’s 65 per cent stake in 
Semen Gresik could have an 
enterprise value of more 
than jibn. although it is not 
clear that all this stake 
would be sold. 

Charles Gepp. Latin Amer- 
ican cement and construc- 


tion analyst at Morgan Stan- 
ley Dean Witter in New 
York, said an acquisition In 
Asia would be ‘important in 
terms of Cemex's aspirations 
to be a global player”. 

Cemex, widely viewed as 
Latin America's most suc- 
cessful international com- 
pany. has bought businesses 
in the US. Spain. Panama. 
Venezuela and Colombia. 
Last October it bought a 30 
per cent stake in Rizal 
Cement of the Philippines. 

It earns 59 per cent of its 
revenues in foreign markets 
and 55 per cent of its assets 
are outside Mexico. 

The company , which 
began its overseas expansion 
in 1992. currently has an 
installed capacity of 50.9m 
metric tonnes, while Semen 
Gresik has a capacity of 17m 


metric tonnes, according to 
analysts. 

Mr Zambrano said an 
investment company - 
Cemex Asia Investment 
Holdings, which Cemex 
intends to set up along with 
other ''financial partners" - 
would pay for any new Indo- 
nesian subsidiary. C-etnex 
would invest up to $250m 
into the fund, which was 
likely to total between $500m 
and S550m- 

Last month Cemex 
announced the $260m sale of 
part of its Spanish 
operations as part of moves 
to raise funds for south-east 
Asian expansion. 

"That’s where the opportu- 
nities are.” said Mr Zam- 
brano. who expects the 
Asian economy to rebound 
"sooner rather than later". 



Going global: Cemex's totalled capacity is SILSm metric tonnes 
but an Asian acquisition would help its aspkatkxn 


MICROSOFT 

Windows 98 sales leap 
ahead of predictions 

Windows 98, Microsoft's new personal computer operating *■' 
system, introduced last week, is flying off US comput er naafl- « 
ers’ shelves, with sales greatly surpassing m arket p rojections. k - 
Analysts had called Windows 98 a “minor upgrade* or 
tune- ip", unlikely to excite the broad consumer interest that •. 
greeted the launch of its predecessor. Windows 95, three 7 
years ago. 

Even Microsoft played down the significance of the product 
aiming It only at home computer users rather than the broader 
business PC market in contrast to the worldwide promotional t 
activities that surrounded the introduction of Windows 95, the 
company staged much smaller events with tithe fanfare tor 
Windows 98. 

Nonetheless. Windows 98 outsold Windows 9S In the first 
five days, according to early sales figures from IS computer 
retailers collated by PC Data, a market research group. Some 
586,000 copies of Windows 98 had been sold by dostog time 
on Monday, said Roger Lanctot, PC Data research director. 
“Windows 98 has broken Windows 95 sales records.'’ he 
added. "Those who predicted slower sales of Windows 98 
were wrong. Very simply, there is considerable pent-up 
demand for Windows 98.” 

Although Microsoft's marketing efforts had been muted. US 
retaBers promoted the product heavily - opening stores at 
midnight on Wednesday and offering free applications soft- 
ware to purchasers of Windows 98. Mr Lanctot said. Another 
factor boosting Windows 9B sales was growth in the use of 
home PCs, the researcher said. Over the past three years the - 
number in the US has Increased by 33 per cent 
Microsoft may also have the US Justice Department to 
thank tor boostfog consumer interest to Windows 98. The 
product launch has been surrounded by controversy over 
anti-trust charges filed against the software industry leader 
and speculation, which proved unfounded, that legal action 
mlgM delay the IntroduOkin of the prxxtuct - . 

Media coverage of the anti-trust case further intensified last ■ * 
week, when Microsoft won an appeals court ruling that it had j 
not Blegalty tied sales of its internet browser to Windows 95. 

This news came, coincidentafly. on the eve of the Thursday 
launch of Windows 98. Louse Kehoe, San Francwoo 


TELECOMMUNICATIONS 


Packard Bell founder quits after differences 


By Roger Tayfor 
to San Fra n ci sc o 


Beny Alagem. the man who 
founded Packard Bell and 
made it. at one time, the 
largest personal computer 
manufacturer in the US. has 
resigned abruptly as chair- 
man and chief executive, 
blaming differences with the 
company's two leading out- 
side shareholders. NEC of 
Japan and Groupe Bull of 
France. 

Packard BeU NEC. as the 


company is now called, has 
been losing ground in the PC 
market against aggressive 
rivals such as Compaq Com- 
puter and Dell Computer 
and now ranks number three 
in the US and number five 
worldwide. 

In the first quarter of 1998 
Packard Bell's PC volume 
sales fell 1.4 per cent on a 
year earlier, compared with 
growth of 39 per cent from 
Compaq and 66 per cent 
from Dell, according to Data- 
quest the market analyst. 


Mr Alagem. who with his 
co-founders owns 25 per cent 
of the company, issued a 
statement yesterday saying 
he had been working with 
the other major shareholders 
to find a new chief operating 
officer, "who would eventu- 
ally take over as chief 
executive". 

However, it appears that 
the other shareholders, in 
their determination to 
improve performance, 
planned to hand over execu- 
tive responsibility to new 


management faster than Mr 
Alagem had expected. 

His statement went on to 
say the shareholders had 
reached a decision on future 
management plans and had 
asked him to remain as 
chairman, but not chief exec- 
utive. He concluded; “! 
decided I would be happier 
in my own venture." He is 
understood to be considering 
starting again with a new 
entrepreneurial business. 

Mr Alagem set up Packard 
Bell in 1986 and quickly 


developed the company into 
one of the largest technology 
groups in the country. By 
offering high-powered PCs, 
including the first to use 
Pentium chips, at relatively 
low prices, and by aggres- 
sively marketing PCs 
through high-street retailers. 
Packard BeU rose to become 
tbe largest maker of PCs in 
tbe US. and the fourth larg- 
est worldwide, by 1994. 

The company has never 
tapped the public stock mar- 
kets for funds but in 2963 


Groupe Bull took a minority 
stake of 12.6 per cent. Then 
in 199S. NEC bought 49 per 
cent. The following year. 
NEC merged its own PC and 
computer manufacturing 
operations with Packard Bell 
to create Packard Bell NEC. 

As a private company, 
Packard Bell NEC releases 
limited Rn.inrial informa- 
tion. But analysts believe it 
has been suffering from 
reduced margins, along with 
others in the PC industry, as 
prices continue to Sail 


Equant shares set at up to $23 

Indicative prictog of shares in Equant, the global te teco mmu - ; 
nications carrier seeking a stock market listing in Paris and 
New York, has been set to a range between $18-50 and $23 a ' 
share. The offer values the company, a global data communi- - 
cations network opened by the world’s airfines, at between 
$3.7bn and $4.5bn and is expected to raise S480m to $600m. 

Some 26.1m new shares, representing 13-2 per cent of the 
share capital post-offer, are to be sold. Some 10.4m shoes 
win be offered to Investors in the US and Canada, with 15.7m 
shares offered elsewhere. 

Presentations to institutional investors and bookbufldtog are 
expected to begin on July 6. and the offer price will be 
announced on or about July 20. Alan Cane 


Comments and press releases about international 
companies coverage can be sent by e-mail to 
intamationat.companiesftfLcorn 





Northrop sees steady progress 


By C hri sto ph er Psrkes 
tolas Angelas 

Northrop Grumman, a 
leading components supplier 
to Boeing, expects the 
planned 30 per cent cut in 
jumbo output to reduce its 
1999 revenues by about 
$2 00m. Kent Kresa. chair- 
man, told the company's 
annnal meeting. 

The Los Angeles-based 
group which supplies Boeing 
with fuselages, doors and 
other large parts, would not 
be affected this year, be said, 
and indicated the Seattle 


group's troubles would 
hardly dent Northrop's prog- 
ress. 

Mr Kresa predicted group 
sales would increase 4 per 
cent in 1999 from this year's 
expected $9.2bn total, and 
rise 5-7 per cent a year for 
the next few years. 

In the shorter term, how- 
ever, analysts said second- 
quarter earnings were likely 
to be hit by continuing prob- 
lems with the Stars airborne 
ground surveillance radar 
system, which cost North- 
rop's electronics division 
more than $5Qm last year. 


Reflecting efforts to cor- 
rect the effects of delays and 
cost over runs, Mr Kresa told 
the meeting that the work- 
force at its plant in Lake 
Charles. Louisiana, which 
makes the radar, would be 
cut by 200 to 2.100. 

Northrop said earlier this 
week that it planned to close 
a naval torpedo factory in 
Cleveland, Ohio, because of 
falling demand, and move 
some of its production to 
three facilities in Baltimore. 

It is also withdrawing 
from several small non-core 
businesses, including inte- 


grated circuit manufacture, 
batteries and noise-damping 
products for jet engine test- 
ing rigs. 

Wall Street observers 
believe Northrop's near-term 
profits could be affected by 
legal costs incurred in the 
fight against federal regula- 
tors' opposition, to complete 
its proposed $12bn merger 
with Lockheed Martin. Court 
hearings are due to open on 
September 8. 

The company remained 
"completely committed" to 
completing the link. Mr 
Kresa told shareholders. 


ConAgra feels 
Asian squeeze 


A single interest view linking the politics of 11 countries with the unknown economics 
of a new currency zone. High yield and high grade research for the new European credit 
markets. Pan European perspective, global vision for key sectors from telecoms to 
pharma, local knowledge on mid-caps. Change means opportunity. 


By fficteRf Tomkins 
to Hew York 

Decline in demand from Asia 
continued to take its toll at 
ConAgra, the US meat pro- 
cessing and food group, in 
its fiscal fourth quarter to 
May, but the company said it 
expected earnings to grow in 
the current financial year. 

Net profits fell nearly 10 
per cent from $186.5m to 
$l68.Tm In the fourth quar- 
ter. and diluted earnings per 
share fell from 41 cents to 36 
cents, worse than the 39 
cents expected by analysts. 

Most of ConAgra 's food 
businesses did well, but 
earnings from the US fresh 
meat and poultry division 
plummeted, continuing a 
trend earlier in the year. 

The decline was caused 
partly by a fell in exports to 
Asia, normally a big con- 
sumer of US meat and poul- 
try products, but also by a 
glut of protein products in 
the US which depressed 
prices and margins. 


ConAgra has a record of 
turning in strong profit 
growth, and is committed to 
increasing earnings per 
share by an average of at 
least 14 per cent a year over 
the long term. 

In February, however, the 
company warned it would 
miss its earning s target in 
the year to May. In its third 
quarter, net profits fell from 
5145m to $i39m, excluding 
the effect of an accounting 
change. 

For the full year, revenues 
slipped from $24bn to 
$23.8bn. Net profits rose 2 
per cent from 5615m to 
$628m before the accounting 
change, and on the same 
basis, diluted earnings per 
share edged ahead from $1.34 
to $L36. 

Brace Rohde, chief execu- 
tive, said: "Assuming recov- 
ery in the protein industry’s 
domestic and export mar- 
kets, we anticipate timing s 
growth in fiscal 1999, with 
results improving as the 
year progresses.” 


Midwest banks 
unveil merger 


By Richard Waters In New York 

With new regional banking 
giants springing up all 
around them, two medium- 
sized Midwest banks yester- 
day announced plans to com- 
bine in a deal valued at 
$6£bn. 

Star Banc, which is based 
in Cincinnati, and Firstar, 
from Milwaukee, said their 
combined assets of $3Sbn 
would make them tbe fourth 
biggest bank in the Midwest 
and tbe 21st biggest in tbe 
country. 

The union reflects the 
fragmentation that still 
exists in the Midwest bank- 
ing industry, compared with 
tbe consolidation that has 
occurred through mergers in 
regions such as New 
England. California and the 
south-east 

Earlier this year. First Chi- 
cago and Banc One agreed a 
merger that will leave them 
with a for bigger share of tbe 
Midwest banking market 

than their nearest rivals. 


Under yesterday's deal, 
Star Banc wifi in effect issue 
0.76 of a share for each 
Firstar share, paying a sub- 
stantial premium that will 
leave Firstar shareholders 
with more than half the 
shares in the new company. 

Under Jerry Grundhofer, 
its chairman and chief exec- 
utive, Star Banc has expan- 
ded rapidly through acquisi- 
tion, helped by a 
performance that has given 
it one of the most highly val- 
ued stocks in the sector. Mr 
Grundhofer will be chief 
executive of the new bank, 
which wifi take the Firstar 
name, while Roger Fitz- 
simonds. his counterpart at 
Firstar, will be chairman. 

Star Banc's shares slipped 
$2% on tbe news, to JST.i, 
despite its assertion the deal 
would lilt its earnings per 
share next year. The offer 
valued Firstar at about $46% 
a share, or $8.8bn in all - 23 
per cent above Its closing 
price the day before. Firstar 
rose $6% to $44 , .'i. 
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HOLDING COMPANIES OWNER OF FRENCH RETAIL GROUP TO BUY BACK M I N O^TY^j^R^I^DIRECTCY 

Pinauit to pay FFr4.1bn for Artemis stake 


By Andrew Jack 
ra Paris 


Francois Pinauit, the French 
businessman who controls 
Pinauit Pr in lumps Redoute. 
the retailing giant, is to pay 

FFr4.1 bn fS6?8m) to buy 
back tbe minority stake in 
his family holding company 
which Is indirectly held by 
the state. 

The transaction ends a 
legal dispute lasting several 
months between Mr Pinauit 
and the government over the 


24.6 per cent stake in the 
company. Artemis, which 
was previously held by 
Credit Lyonnais, the state- 
owned bank. 

It forces him to pay consid- 
erably more over the next 
four years than he had 
hoped in order to recover the 
only stake in Artemis that 
was not controlled directly 
by Him. 

Artemis is the private 
company through which Mr 
Pinauit recently acquired 
control of Christie's, the auc- 


tion house, as well as his 
holdings in Pinauit Prin- 
temps Redoute, Samsonite. 
Sefimeg and a range or other 
companies. 

Credit Lyonnais had built 
up a stake in Artemis in the 
early 1990s as part of its pol- 
icy of “banque- Industrie" - 
investing in companies 
which were clients, such as 
the businesses of Mr Pinauit 
- and through a deal which 
led to the acquisition of junk 
bonds in the US. 

However, a dispute over 


the disposal of the stake 
arose after the bank's hold- 
ing in Artemis was trans- 
ferred to the Consortium de 
Realisation (CDR), the 
French slate-backed vehicle 
set up to sell oft assets 
removed from credit Lyon- 
nais' balance sheet as a part 
of its FFrlOObn-plus rescue 
plan. 

In a series of events which 
led to allegations of political 
interference tn the work of 
CDR. the organisation 
moved rapidly to find a 


buyer for tbe stake. It agreed 
that if It failed to find 
another purchase, Mr Pin- 
auit - who is a close friend 
of Jacques Chirac, the 
French president - would 
be able to buy it for 
FFrl.7bn. 

Concerns that tbe minor- 
ity stake would have little 
value helped dissuade poten- 
tial buyers, and C DR “sold” 
the stake to EPFR. the state- 
backed body that directly 
finances CDR’s costs. Mr 
Pinauit challenged the legal- 


ity of the transaction, but 
agreed to an arbitration 
which led to yesterday's 
deal. 

Separately. CDR's annual 
report indicated yesterday 
that the kisses likely to be 
incurred 'from the sale of 

assets formerly held by 
Credit Lyonnais would 
ultimately amount to 

FFr96-5bn. 

The total costs of the res- 
cue will be higher after the 
financing of the operation Is 
taken into account. 


Investor 
lifts its 
stake in 
Electrolux 

By Tim Burt in Stockholm 

Investor, the main invest- 
ment arm of Sweden's Wal- 
lenberg business empire, 
yesterday sharply increased 
its stake in Electrolux, the 
white goods manufacturer, 
by agreeing to buy out 
shares and voting rights 
held by Incentive, its sister 
company. 

The investment group paid 
Incentive - which yesterday 
formally renamed itself 
Cambro - S Kr825m 
i$103.4m'J. or SKrl65 a share, 
to acquire II per cent or 
Electrolux's voting rights 
and 1.3 per cent of the share 
capital. 

The deal, representing a 20 
per cent premium on Elec- 
trolux's most commonly 
traded B shares, increased 
Investor's stake in the com- 
pany to 21 per cent of the 
votes and 3.6 per cent of the 

capital. 

It signals the last stage in 
a non-care disposal process 
by Gambro. which in 1991 
began unbundling its share- 
holdings in Electrolux and 
other Swedish groups. 

As part of that strategy, 
Gambro last week 
announced it planned to dis- 
pose of its remaining 12 per 
cent stake in Asea Brown 
Boveip (Sverige), the Swed 
ish arm of the international 
electrical engineering group, 
through a share redemption. 

Under that scheme. Gam 
bra shareholders could buy 
ABB shares at a SO per cent 
discount to the prevailing 
market price. 

“This is part of our refo- 
cusing from a conglomerate 
to a dedicated medical tech- 
nology business,” Gambro 
said yesterday. 

Earlier this week. Gambro 
said it was selling a 60 per 
cent stake in MacGregor, its 
non-core materials handling 
business, to venture capital 
group Industri Kapital for 
SKrOOOm. 

The group is expected to 
use proceeds from such dis- 
posals to fund further acqui- 
sitions in healtbeare busi- 
nesses. 

Investor, meanwhile, said 
yesterday's transaction 
underlined its commitment 
to remain a long-term share- 
holder in Electrolux. “We 
believe firmly in the poten- 
tial for getting a good return 
on our Electrolux invest- 
ment,” it added. 

Earlier this year. Investor 
responded to complaints 
about the Electrolux share- 
holder structure by agreeing 
to increase the voting power 
attached to the most com- 
monly traded B shares. 

The white goods manufac- 
turer's most commonly 
traded B shares fell SKrl to 
SKrl36 yesterday. 


INSURANCE ACQUISITION OF GAN REINFORCES MUTUALS’ GRIP 


Groupama emerges from obscurity 


By Andrew Jack 


A minnow swallowed a 
whale yesterday, with tbe 
acquisition of GAN by Grou- 
pama. France's fifth-largest 
insurer has jumped suddenly 
to second place - just behind 
the giant market leader. 
Axa-UAP. 

The deal represents the 
culmination of a steady 
growth pattern over the past 
decade as Groupama has 
transformed itself from a rel- 
atively obscure rural-based 
insurer into the largest 
insurance mutual In tbe 
country. 

Mirroring the ascension of 
Credit Agricole - its peer in 
the banking sector which 
has become by far tbe larg- 
est h ank in France - the 
purchase reinforces the grip 
of the mutual sector in the 
country at a time when simi- 
lar institutions in the 
US. UK and elsewhere are 
dem nt ualising . 

Founded as the Assur- 
ances Mutuelles Agricoles in 


Groupama 

Fr bn 


_ Wnsuraice 



ConsoCdded Net profit 
Premium Income 
Sooztr Cooprrf 

1840. Groupama has retained 
loyalties to its rural farming 
roots, cl aimin g some 63 per 
cent of the national market 
share of agricultural risks, 
80 per cent of the Insurance 
for agricultural co-opera- 
tives. and 70 per cent of 
its turnover generated in 
towns with fewer than 10,000 
inhabitants. 

The GAN acquisition will 
allow a significant diversifi- 


cation of this client base, 
while triggering some ten- 
sions over duplication - 
notably between its own 
4.400-strong sales staff and 
some or GAN’S tied agents in 
rural areas. 

Groupama's organisation 
still reflects its mutual ori- 
gins. In spite of some ration- 
alisation over the decades, it 
remains formally controlled 
by a cumbersome mecha- 


ances Mutuelles Agn coles in allow a significant divers in- by a cumbersome mecna- 

Swiss Life running out 
of options in Europe 

By C&ristoptar Adams, the sale of GAN became a Swiss Life's camp 
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nism of some 10,000 local 
caisses and organised 
thro ugh 24 administrative 
regions. Its 5m soetdiazres, or 
clients, attend local annual 
general meetings and elect 
115.000 directors to the 
boards of the caisses. 

Nevertheless, its national 
organisation now has consid- 
erable autonomy through 
the creation of a limited lia- 
bility company, Groupama 
SA. which has a centralised 
treasury and controls the 
operational subsidiaries. 
Since the early 1970s, the 
group has created a life 
assurance arm and a rein- 
surer, and has made a num- 
ber of relatively modest 
acquisitions. 

However, since the merger 
of Axa (itself historically a 
mutual group) with UAP in 
1997, Groupama's directors 
have made no secret of the 
fact that they were looking 
for a large-scale operation. 
They bid unsuccessfully last 
year for the French group 
Athena, which was ulti- 

SwfssUfe 

Gross premiums (%) 
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mat ply bought up by AGF. 

Tbe favourable tax exemp- 
tions and other advantages 
given to the mutuals in 
France, and the lack of 
strong pressure from its 
soaelazres to pay dividends, 
have helped it to amass 
FF47bn ($7.8bn) in reserves 
and ipatufain no debt. 

That wfil allow it to fund 
the GAN purchase with its 
own retained profits, 
although executives have 
not ruled out a quotation of 
Groupama in the medium- 
term. The group has ear- 
marked a further FFr2bn to 
invest in GAN to modernise 
computer systems and other 
immedia te expenditures. 

A further FFr5bn in capi- 
tal is likely to be reallocated, 
and additional expenditures 
are likely to be met at least 
in part by recycling fixture 
profits generated by GAN. 
That could well demand sub- 
stantial cost-cutting mea- 
sures. in spite of the initial 
welcome of the deal by 
Flench onions. 
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Sale of BSI 
bank boosts 
UBS shares 


By WHam Halt to Zurich 


By C&ristopfaar Adams, 

Insurance Correspondent 

Failure to win GAN is a 
heavy blow for Swiss Life, 
which has harboured ambi- 
tions of becoming a force in 
the European insurance 
market since flotation last 
year. Opportunities to make 
a significant acquisition are 
running out after a period of 
rapid consolidation in the 
industry. 

Manfred Zobel, chairman, 
expressed optimism that the 
group would build a substan- 
tial presence outside Swit- 
zerland, which accounts for 
two-thirds of premium 
income. 

"Our industry is undergo- 
ing huge change and the 
restructuring has not come 
to an end.” he said. “Our 
intention is to strengthen 
our position abroad and you 
can only do that by acquisi- 
tion. It could be Germany, 
Italy, the UK or Spain. All 
are interesting life assurance 
markets." 

Mr Zobel said he believed 


the sale of GAN became a 
“political issue". Groupama 
was widely tipped by ana- 
lysts to win control of GAN 
because of a French prefer- 
ence for a domestic buyer. 

He added that Swiss Life 
had not been able to provide 
promises safeguarding jobs 
at GAN, an important issue 
against a backdrop of high 
unemployment and vocal 
unions. It had also wanted 
financial guarantees from 
the French government pro- 
tecting it against liabilities, 
wbich are believed to 
include the cost of an indus- 
try-wide review in the UK 
into mis-selling of pensions. 

It is thought that tbe pen- 
sions review comprised the 
biggest single element of the 
FFrTbn ($12bn) in financial 
guarantees that Swiss Life 
wanted. The insurer tabled a 
FFrl7.43bn bid. 

GAN bas already provided 
£L25m <$2GSm; for the likely 
cost of compensation and 
carrying out the review. But 
eventual liabilities could be 
at least twice as much. 


Swiss Life's campaign was 
not helped by reports in the 
French media attacking it 
for fe l l in g to indemnify its 
non-Swiss clients when it 
demutualised, although its 
advisers stress it acted 
within the law. 

Now the group must act 
quickly if it Is to fulfil its 
ambitions. Deal-making 
across European insurance, 
ahead of the introduction of 
a single currency, is creating 
cross-border giants. Ger- 
many's Allianz has bought 
Assurances G6n6rales de 
France, while UK-based 
Commercial Union and Gen- 
eral Accident have merged. 
Switzerland's Zurich Group 
is merging with the financial 
services arm of BAT Indus- 
tries. 

“They look all dressed up 
with nowhere to go," said 
Lewis Phillips, analyst at 
Fox-Pi tt Kelton. "Prices have 
gone up a lot recently for 
good insurance companies 
and it's difficult to see how 
they're going to find some- 
thing sizeable.” 
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But analysts also said that 
the group had shown it was 
not going to over-pay fra: an 
acquisition. Mr Zobel said 
there would be no question 
of Swiss Life raising its offer 
were that possible. 

Hie insurer's biggest mar- 
ket outside of Switzerland is 
France. Had it bought GAN, 
the group would have 
derived some 35 per cent of 
its total revenue from the 
French market Its domestic 
operations would have then 
contributed 40 per cent 

Swiss Life is likely in tbe 
meantime to concentrate on 
developing a bancassurance 
partnership with UBS, which 
owns a 25 per cent stake in 
Swiss Life. Stronger links 
between the two are a possi- 


bility. “There is a big ques- 
tion now over what UBS will 
do with that stake," said one 
analyst 

Swiss Life is not under 
financial pressure to seek a 
big partner. It is enjoying 
strong organic growth, 
reporting net profits in its 
first year as a quoted com- 
pany of SFrl52m ($l00m), 
compared with SFr46m as a 
co-operative. Premium 
income leapt 20 per cent to 
SFrl6.7bn, boosted by new 
subscriptions ahead of 
conversion. 

The group bought the 
French insurance business 
of Swiss insurer Baloise last 
year and in 1996 acquired 
the French arm of La Union 
et le Ph&nix EspagnoL 


The shares of UBS, Europe’s 
biggest bank, jumped nearly 
5 per cent yesterday after it 
sold Svizzera Italians 

(BSD, a Swiss private bank, 
to Assicurazioni Generali, 
the Italian insurer, for 
SFTL92bn ($l-27bn). 

Generali, which is keen to 
strengthen its asset manage- 
ment activities, bad been 
regarded as the most likely 
buyer of BSI, which had 
to be sold as a condition 
of UBS’s merger with Swiss 
Rank Corporation, BSPs 
parent. 

Tbe Lugano-based BSI has 
34,000 customers, 789 staff, 
and manages assets of 
5Fr34bn. It has six brandies 
in Switzerland and offices in 
North and South America 
and Hong Kong. 

The deal will roughly 
double Generali's assets 
under management to 
L300.000bn (5168.8bn), and 
the Italian gronp said it 
would provide significant 
synergies with its other 
operating entities. 

The jump in UBS*s share 
price, to SFrSSO. on the news 
of the deal caught analysts 
by surprise since the price 
was in the expected range. 

Madeleine Hofmann, of 
Credit Suisse First Boston, 
said it was equal to IB times 
BSPs 1997 earnings of 
SFrlOSm, which was not par- 
ticularly demanding given 
that Bsrs 1998 results are 
expected to be considerably 
higher and bank stocks aze 
trading on 25 times earnings. 

It was equivalent to 2J) 
times book value of 
SFr68lm, which also looks 
relatively cheap when Swiss 
banks are trading on 
between 3 and 4 times book 
value. 

However, . UBS Indicated 
that the sale, which includes 
Boss Lab. an information 


technology company, would 
contribute an additional 
after-tax profit of Sfrlba to 
Its 2998 results. 

Ms Hofinann.. who has cal- 
culated that UBS cmdd raise 
SFrfibn from selling non- 
strategic parts of its busi- 
ness, believes that UBS will 
use the money to make a 
“clever acquisition" in the 
next three to nine months. 

UBS said yesterday it 
would use the proceeds to 
pursue its strategic goabsin 
private banking. It has a 
dominant market share in 
the Swiss market but wants 
to expand outside Switzer- 
land where the private bank- 
ing business is growing 
more rapidly. 

It is highly unusual for. 
Swiss private banks to 
change hands and yester- 
day's transaction gave one of 
the rare dues to the value of 
a Swiss private banking 
franchise. Generali’s pur- 
chase price is equal to about 
6 per cent of SBFs funds 
Hfflw management ’ 

There have been only two 
big deals involving similar 
sized banks in the past 15 
years. In 1983 Edmond Safra, 
tiie Beirut-born banker, sold 
his Geneva-based Trade 
Development Rank to Ameri- 
can Express for SSSOn. 

Seven years later. Ameri- 
can Express sold TDB Amer- 
ican Express Bank for $lbn 
to Edgar de Picdotto’s Cam- 
pagnie de Banqtxe et dTnves- 
tissements. now known as 
Union Bancaire Prtvfie. 

The relatively lowly valua- 
tion put on SB! may partly 
reflect that it was a forced 
sale. However, it also sug- 
gests that many of Switzer- 
land's advantages as ah off- 
shore private banking 
centre, such as low tofiatitm , 
political stability, a strong 
currency, and legendary 
bank secrecy laws, no longer 
command such a high price. 




NEWS DIGEST 


MEDIA 


Unisource upbeat on Telecom Italia talks 


Unisoiirce. the pan-European 
telecommunications alliance, 
said yesterday it had 
made “significant progress" 
In its talks with Telecom 
Italia on a commercial 
accord, agencies report from 
Milan. 

It said the companies were 
in agreement “on a certain 


number of important sub- 
jects". 

Its comments follow the 
expiry of a deadline at mid- 
night on Tuesday by which 
tbe two sides were expected 
to agree on a joint service to 
European business clients, 
and on the acquisition by 
Unisource of a L2 per cent 


stake in the privatised Ital- 
ian telecoms carrier. 

Unisource said yesterday 
it expected to announce a 
commercial accord on multi- 
national business clients 
shortly. 

It also said the Italian trea- 
sury ministry had told the 
company it may not exercise 


an option to buy the Tele- 
com Italia stake because It 
was contingent on Telecom 
Italia forming a global 
alliance with AT&T of the 
US. as well as Unisource, 
which was not now happen- 
ing. 

“The decision not to exer- 
cise the option on the L2 per 


cent stake was not taken by 
Unisource but by the trea- 
sury ministry," it said. 

However, the ministry 
allowed Unisource represen- 
tative Paulas Smits to 
remain on the board as a 
temporary concession to 
avoid hindering ongoing 
negotiations. 


Fininvest surges to L595bn 
despite fall in revenues 

Fininvest, the meefia group controlled by farmer Italian premier 
and current centre-right opposition leader Silvio Berlusconi, 
sakl y esterday that consolidated net profit jumped to L595bn 
($334.7m) last year from L398bn to 199ft 

However, after stripping out extraordinary elements, it said 
profits would have risen even more dramatically, from L26bn 
to L547bn. The holding company's 1996 results were boosted 
by capital gains from the spin-offs of Mediaset, the television 
and advertising arm, and Mediator um, the financial services 
operation. 

MeanwhSe, revenues slipped from L10^61bn to L10,089bn. 
The company attributed this to a change in the way the vari- 
ous businesses were consolidated. On a comparable basis, 
revenues rose nearly 1 per cent, Fininvest said. Gross operat- 
ing profit fell from Li ,955 bn to L1,889bn, while the net figures 
were L515bn and L493bn, respectively. 

Both figures were affected by the start-up costs of new 
businesses such as Medusa Film and Pagtoe Italia, as well as 
the restructuring of retailer Standa. AP-DJ, Milan 
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Endesa completes buy-back 

Endesa, Spain's largest electricity supplier, said yesterday It 
had completed its buy-back of 8.2 per cent of its shares stM 
held by Sept the state holding company. As a result of the 
transaction, Endesa said tt had reduced its traded capital to 
about Pta3,2S0bn ($21 bn), or 954m shares. The completion of 
the buy-back represents the final stage to the privatisation of 
the group. AP-DJ, Madrid 


Comments and press releases about international 
companies coverage can be sent by e-maH to 
fatemBtkmal.oompani6sefLcom 


TELECOM 

UTALIASpA 


Registered Office at 15 Via San Daimazzo. Turin 
Corporate Headquarters and Secondary Office at 41 Coiso d' Italia. Rome 
Capital Slock L. 7.421.251.726.000. felly paid-in 
Entered under No. 286/33 io the Ordinary Section of the Company - Register of Turin 
Tax i.D. No. 00471850016 


NOTICE TO THE STOCKHOLDERS 

Notice is hereby given that, as required by Consob Communication 
DAC/R M/97002477 of March 14, 1997, Form 20-F (Annual Report 
1997), prepared in English and filed with the SEC - Securities and 
Exchange Commission, is available at the corporate offices at 
34 Via Bertola, Turin (in lieu of the Company's registered office, which is 
temporarily closed for renovation), at the Rome corporate offices at 
189 Via Fiaminia and with Borsa Italiana S.p.A. 


To request copies of documents, in Italy please call 167-020220 toll-free. 
Outside Italy please call +39-0636001273/0636001274/ 0636001275 or 
contact ns hv e-mail at aftarisodetari & telecomHalia.it 
This notice is also available at the following internet address: 
httpV/www.telecomltaliajt 




As per 8 May, 1998 as a consequence of the share 
split effective the same date, the conversion price of 
the 2.5% convertible subordinated bonds due 2005, 
will be NLG 128.6902 per ordinary share with nominal 
value NLG 0.13, as set forth in section 5.5 of the 
Offering Circular of the 2.5% convertible subordinated 
bonds due 2005. 


The Board of Management 

Eindhoven , July 2 nd 1998 


ASML 


ASM Lithography 

Corporate seat at Eindhoven, The Netherlands 
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AreuM pa USD 90,480.99 Nab Nil fie 
USD 5.161.44 payable an 3rd Augu9 98. 
The Principal RqwprersAmouriprB 
original USD 1,000.000 Note Is USD 
18JJ3957 on 1st July SB 
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Tbe FT caa help too rad 
o d di rioml busidca rcatlcra io 
France. Our link with the French 
business newspaper. Les Echos, 
gives you a unkyie recruitment 
advertising opportunity lo 
capitalise on de FTs European 
readership and to further taigei 
the French business world. 
For information on rates and 
farther deoils phase telephone: 
Toby Prnden-Crofts on 
+44171873 4027 
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Corporation 
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— ^ groupies opportunity in recent deregulation of industry. _ 

Sony to set up non-life operation 


By Gwen Robinson in Tokyo 


Sony, the Japanese 
electronics giant, is to estab- 
lish a non-life insurance 
operation focusing initially 
on selling discounted .car 
insurance policies, the com- 
pany said yesterday. 

Sony's move highlights 
tlie rapid deregulation of 
Japan's non-life insurance 
industry and the company’s 
attempts to diversify 
operations in the non-manu- 
facturing field. 


In 1979, Sony-set up Sony 
Life Insurance, a life insur- 
ance company which last 
year reported an operating 
profit of Y 291 bn ,(*2.ibn), 
about 4 per cent of the 
group's total. 

But Japan’s lucrative non- 
life sector remained rela- 
tively closed and premiums 
strictly regulated until the 
government agreed last year, 
after negotiations with the 
US, to open the sector to for- 
eign and domestic competi- 
tion. So far, however, large 


new .entrants have been 
mainly Japanese life insur- 
ers and foreign insurance 
companies. 

Sony said yesterday it saw 
a “promising business oppor- 
tunity” in the’ Japanese gov- 
ernment’s deregulation of 
the non-life insurance sector 
and would consider a tie-up 
with a foreign company in 
the industry. However, the 
company had no immediate 
candidates in mind. 

Sony’s new non-life insur- 
ance subsidiary would be 


capitalised at “several tens 
of bfflions of yen", the group 
said, although details were 
yet to be finalised. 

In a further challenge to 
existing non-life insurance 
companies, Sony (said it 
planned to hire “hundreds” 
of experienced staff from 
Japanese and foreign non- 
life insurers. 

The company also said it 
would depart from the 
accepted practice of charg- 
ing uniform premium rates 
by setting rates according to 


driver profiles based on fac- 
tors including age, accident 
records and sex. 

The new subsidiary is 
expected to begin operations 
in the second half of next 
year and will offer car insur- 
ance for individual custom- 
ers via the telephone, the 
internet and other direct 
marketing methods. 

The company plans to 
offer policies at premiums 
up to 30 per cent lower than 
those of leading non-life 
insurers. 


> Indian banks flattered by write-backs 


Strip out paper profits 
and the big three’s 
performance looks 
a tot less dazzling, 
says Krishna Guha 

G enerous accounting 
policies have painted a 
rather flattering picture 
of last year's financial 
performance by India's top 
three commercial banks. 

AH three made liberal use 
of Reserve Bank of India 
guidelines to record extraor- 
dinary gains on their invest- 
V ment portfolios when mark- 
u ing to market in a low 
interest rate environment 
These write-backs - for 
excess depreciation in previ- 
ous years - were recorded as 
profits on the profit and loss 
account 

State Bank of India, the 
country's biggest bank, 
booked write-backs of 
Rs9.6bn (5226m)- Bank of 
Baroda, the number two 
bank, wrote back Rs2-6bn, 
while Bank of India, the 
third largest, wrote back 
RsL2hn. . 

This had the effect of 
boosting the bottom line, 
though not by the same 
amount (the gains are sub- 
ject to tax and were offset in 
- part by excess provisions for 
other expenses). 

State Bank announced net 
profits np 38 per cent at 
RslS.Sbn. Bank of Baroda 
was up 66 per cent 
at Rs4-6bn, while Bank of 
India was up l par emit at 
Rs3.6bn. 

Tbe. bfg three banks say it. 
is all perfectly legitimate. 
But analysts; say it is at best, : - 
generous, and at worst mis- ‘ 
leading, to treat the gains as 
profits. ' 

“It is something all of ns 
had hoped would not take 
place,”, says Tabassunxlnam- 
dar, banking analyst at secu- 
rities bouse' Jardine Flem- 
ing. She said that by tlae 
same token, the big three 
will have to book losses this 
year if interest rates go up, 
as expected. 

The effect is to exaggerate 
last year's profits at the 
expense OF this year’s. Ana- 
lysts say the top. throe banks 
will find it difficult to raise 
profits at all In the year to 
, March 1999. 
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By contrast, two of India's 
best performing smaller 
banks have opted for a more 
cautions accounting policy. 
“Corporation Bank routed 
the gain through a reserve 
account on to its balance 
sheet.” says Ms fnamdar. 
“Oriental Rank of Commerce 
has just left it as a hidden 
reserve." 

Jardine Fleming estimates 
State Bank's underlying 
profit was about Rsl4.9bn, 
an Increase of about 10 per 
cent. Bank of Baroda is up 
about 37 per cent at RsSLStm, 
while - Bank of India was 
down roughly 25 per cent at 
Rs2.7bn. . , 

Kolak Securities, the 
stockbrokers, reaches simi- 
lar conclusions, although it 
puts Bank of Baroda’s under- 
lying .profit .at RaSbn.'up 9 
per cent, after taking into 
accprmt share issue and. staff 
expenses. - . 

Both estimates point to a 
clear parting of ways 
between Bank of Baroda and 
Bank of India, which have 
often been regarded as simi- 
lar, since both are roughly 
the same size and draw the 
lion’s share of their business 
from western India. 

. The difference is their 
asset quality.. Bank of India, 
faced with a Rs4bn Increase 
in bad debts, raised its provi- 
sions for non-performing 
loans to R$L2bu from a neg- 
ligible amount the previous 
year. . 

Bank of Barpda. which 
reported a BsSOQm increase 


in had debts, raised its provi- 
sions 14 per cent to Bs3.4bn. 
State Bank, with no increase 
in bad debts, raised its provi- 
sions -aggressively by 45 per 
cent to Rsll.5bn. 

State Rank and Bank of 
Baroda appear to be growing 
out of trouble with past bad 
loans, which farm a smaller 
and smaller proportion of 
the total as overall lending 
. expands and the h anks make 

Bank of India 
appears unable to 
escape its past - 
whije its business 
is graying* so is - 

bad^a^^^l 

provisions out of their prof- 
its. 

State Bank’s ratio of net 
non-performing assets fell 
from 7J3 per cent to.&l per 
cent last' year,' while at Bank 
of Baroda the proportion fell 
from 7-5 per cent to &6 per 
cent 

But Bank of India appears 
unable to escape from its 
past. While its business is 
growing, so too is the pro- 
portion of bad loans - up 
from 6.9 per cent to 73 per 
ceil last year. . 

“This took the market by 
surprise,'’ says Anand Shan- 
bag, banking analyst 
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at Kotak Securities. 

Many observers think 
Bank of India, which went 
through a bad patch in the 
mid-1990s, is on the road to 
recovery. 

“It turns out that there are 
bad loans left over which 
have come out in the current 
year," says Mr Shanbag. He 
adds that Bank of India, 
which has been without a 
chairman since February, 
urgently needs new leader- 
ship and more capital. 

The one crumb of comfort 
for Bank of India is that its 
operating profit rose 20 per 
cent Bank of Baroda was up 
about 16 per cent, but State 
Bank's operating profits rose 
only 3 per cent - suggesting 
that State Bank is being 
squeezed by competition in 
traditional branch and for- 
eign exchange business 
underscoring the need for 
cost' cuts and new fee-based 
activities. 

Bank of Baroda, mean- 
while. emerges as a clear 
winner and may be re-rated. 
TTiere Is evidence of a more 
lively approach to fee 
income, such as foreign 
exchange, and signs it 
employed the capital from a 
recent Share issue wisely. 

But analysts warn that it 
Is not likely to sustain its 
profits growth in a hostile 
operating environment. As 
investors in Bank of. India 
know, will tell you, one year 
of success stories in Indian 
banking can quickly turn 
soar. 


Indian 
regulator 
moves on 
margins 

By Krishna Cuba in Bombay 

India’s financial regulator 
yesterday said it would 
impose new margins when it 
lifts a temporary ban on 
short selling on July & The 
additional margins will 
apply to short and long posi- 
tions in "volatile stocks". 

D.R. Mehta, chairman of 
the Securities and Exchange 
Board of India, said these 
stocks would be "defined In 
an objective way” on the 
basis of the percentage 
change in their price. 

He said the new margins - 
on top of existing require- 
ments - would apply to 
short sellers of falling 
stocks, and to long buyers of 
rising stocks, in an effort to 
curb speculation. 

Mr Mehta dismissed com- 
plaints from short sellers 
who suffered losses when 
Sebi imposed the ban with- 
out warning two weeks ago, 
when India’s markets were 
in free-faJI 

He said the ban was in the 
“long-term Interest of inves- 
tors”. Analysts welcomed 
the move. 

Sebi is investigating 
Haims that a cartel of local 
stockbrokers was manipulat- 
ing stocks at the time the 
market fell Mr Mehta denied 
rumours that the market 
had come close to a settle- 
ments crisis. 

“Five brokers at the 
National Stock Exchange 
had problems, 10 or 12 at the 
Bombay Stock Exchange." 
he said. “The total amount 
involved was about Rs300m 
[$7.08m] against funds of 
Rs7Jbn” held by the two 
stock exchange clearing cor- 
porations. 

Mr Mehta said Sebi was 
considering a US-style ban 
on short selling at below 1 
market prices, a tactic used 
to drive down stores. 

But the regulator's govern- 
ing board is divided over the 
proposal, which would 
require India's exchanges to 
rewrite their trading soft- 
ware. This would take at 
least six months. 
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CREDIT RATIMG^O£DY;$ LOOKS AT POSSIBLE DOWNGRADE OF THREE JAPANESE GROUPS 

Trading houses put under review 


By Alexandra Manny in Tokyo 

Moody's, the tIS .credit 
rating agency, placed the 
debt ratings of three of 
Japan’s largest trading 
houses under review ,for 
downgrade yesterday, 
adding to concern about 
their flnanHai stability. 

The review of Mitsubishi, 
Mitsui and Sumitomo brings 
to five the number of Japa- 
nese trading houses on 
watch for credit problems, 
and highlights the Impact of 
th» Asian financial crisis on 
Japanese companies. In May, 
Moody's put Marubeni and 
Nlssho Iwai, both of which 
have heavy exposure, to 
south-east Asia, under 


review for a downgrade 

Moody’s said the reviews 
cumB in response to a weak- 
ening in the trading houses’ 
profitability and financial 
position because of the 
effects of the Asian financial 
turmoil and Japan’s eco- 
nomic downturn. The 
houses’ unusually heavy 
reliance on commercial 
paper for funding created 
additional financial risk, the 
agency said. 

“I think it reflects the very 
weak financial fundamentals 
of the Japanese trading com- 
panies, especially in terms of 
capitalisation, earnings and 
profitability,” said Matsuo 
.Suzuki, senior analyst at 

Moody's. 


■The companies’ core busi- 
nesses - known as keimsu - 
were hit last year by the 
sharp decline In the Asian 
and Japanese economies. 
Profits plunged in the oil, 
construction, machinery, 
and car industries, which in 
turn increased the financial 
harden on the trading 
houses, Mr Suzuki said. The 
riskiness of these care busi- 
nesses prompted the review, 
he added. 

All the Japanese trading 
houses are .heavily exposed 
to Asian markets and there- 
fore at risk of losses because 
of currency fluctuations and 
falling domestic demand 
through their keiretsu busi- 


Mitsubishi’s exposure to 
Asian markets was Y373J3bn 
last year, mainly in trade 
insurance. Sumitomo 
reported Y203.66bn in expo- 
sure to five countries in the 
region. 

Exposure to Indonesia had 
been particularly damaging, 
Mr Suzuki said 

Even worse for the trading 
companies, stock prices have 
plunged to new lows this 
year. Mitsubishi hit a year- 
to-date low in June, drop- 
ping to Y7 15. 

Yesterday, Mitsubishi 
gained Y70 to close at Y9S0, 
while Mitsui dosed up Y29 

at Y779. 

Sumitomo improved YB3 
to Y7sa 


Siam Cement warns on debt loans 


By Wffltan Barnes la Banotok 


Siam Cemant; ‘ Thailand’s 
biggest manufacturing con- 
glomerate, has warned that 
It zngy de^.repaymeots of 
principal w its foreign debt 
if the economy -deteriorates 
much forther. 

Siam Cement set a tough 
precedent for .other Thai 
companies when, soon after. 
the 1 baht's 13-year peg to the 
rinTiar was broken last July, 
it announced that it would 

write off Its foreign currency 
losses on unhedged loans of 
3$hn in the affront year. 
The. result was a. 'loss. of 
Bt52bn - ftl.23bii) in' 1997; 
compared with a profit of 
Bt6.7l>n the year before. • 

The current plan is. to pay, 
off foreign debt at roughly 
3500m a year,' reducing net 


debt to some $a4bn by the 
end -of this year.' 

• . “We have gone through 
what 1 call the currency and 
external debt phase,” said 
Chumpol Nalamheng, presi- 
dent of Siam Cement, the 
diversified cement, petro- 
chemicals. paper and steel 
products group. ' 

. Mr Chumpol, who heads a 
scoop that is often consid- 
ered a proxy for the rest of 
Thai industry, said he had 
been very surprised by the 
collapse of domesti c demand 
in recent months. . 

He said the government 
should recognise that Its 
austerity - programme - 
agreed with . the Interna- 
tional Monetary Fund as 
part of a |17Jlbn rescue 
package - had gone into 
overkilL Thailand’s response 


to the crisis has been hailed 
by the IMF. 

Mr Chumpol said that 
even the most strenuous 
efforts of the group to export 
Its way out of. trouble - 
exports have risen from 9 
per cent to . SO per cent of 
sales ~ together with a 
partial recovery in local 
prices, - bad- not been 
sufficient 

The higher exports and 
stronger prices "can compen- 
sate for a drop in {domestic] 
demand in the range of 90 
per cent - but now I would 
say demand is dropping 40-50 
per cent,” he said. "We antic- 
ipate a fairly serious time 
ahead.” 

He added that i£ sales keep 
dropping “more businesses 
will collapse not from debt 
burden but from lack of 


sales*. Siam Cement has 
offered to sell its stake in 15 
Joint venture partners, 
which include partnerships 
with Dow in petrochemicals, 
to Yamamoto Steel and 
Guardian Glass. 

But the response up until 
now has been uniformly neg- 
ative. As a result, negotia- 
tions are under way for key 
partners to take over tempo- 
rary financial responsibility 
for the relevant joint ven- 
tures. 

In the future, Siam 
Cement, for which cement 
operations account for only 
20 per cent of its total busi- 
ness, will concentrate on its 
core, and still relatively 
robust, interests in building 
materials, petrochemicals 
and pulp and paper, said Mr 
ChumpoL 


Tins announcement appears as a matter of treard ontv 
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METRO AG 

Metro AG and Metro Finance B. V. 
DEM 2,000,000,000 

Multicurrency Revolving Credit Facility 
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Companhia 
Energies de 
Sao Paulo 


Companhia Aberta-C.G.C. 60^33.603/0001 -76 


PRIVATIZATION OF CESP 
DIRECTIVE COUNCIL OF THE PRIVATIZATION 
STATE PROGRAM 

INVITATION TO BID No. AS/P/316/98 

SALE OF COMMON SHARES OF THE CAPITAL STOCK OF 
ELEKTRO-ELETRICIDADE E SERVIQOS SJV. 

CESP announces that the Invitation to Bid No. AS/F/816/98 has 
been changed as follows: 

1. The expiration date for the delivery to BOVESPA of the 
documents related to the PRIOR IDENTIFICATION of the 
PARTICIPANTS, as set forth in the Section 8.4 of the Invitation to 
Bid No. AS/F/816/98, has been postponed to July 3, 1998, until 
12:00 noon. 

2. All the other sections of the Invitation to Bid No. AS/F/816/98 
remain unchanged. 

CESP-Companhia Energetics de Sao Paulo 
Supply Departmerrt-AS 
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COMPANIES & FINANCE: INTERNATIONAL 


FINANCIAL S ERVICES GERMAN INVESTMENT BANK INCREASES EUROPEAN COVERAGE BY TAKING CONTROL OF ITALIAN STOCKBROKER 



DrKB buys majority share in Albertini 


BjCtay Haris, 

Banking Corespondent 


Dresdner Kl&inwort Benson, 
tbe German investment 
bank, has plugged a gap in 
its European coverage by 
buying a two-thirds interest 
in Albertini, one of Italy's 
leadi n g stockbrokers. 

The deal illustrates 
DrKB's effort to broaden and 
deepen its presence within 
the euro-zone ahead of eco- 
nomic and monetary wn fo n 

Leonhard Fischer, the par- 
ent bank's manning b oar( ^ 


member responsible far 
global markets, said yester- 
day. "We’re dearly looking 
at the holes we bave and 
closing them." 

Alan Yarrow, DrKB head 
of global equities, said: 
“Italy was amazingly open 
for corporate finance and for 
equities.” Where DrKB bad 
taken time to build a French 
broker from scratch, Alber- 
tini was the right Instant 
solution in Italy. 

Mr Yarrow sal± "‘Albertini 
quite reasonably has seen 
the end of the domestic Ital- 


ian market, and wanted to 
know what to do next The 
marriage value between us 
is probably very high." 

Based on 1997 volnmes, 
Albertini was Italy's fifth 
largest stockbroker In sec- 
ondary equities trading with 
a market share of 5 per cent 
In its main home markets, 
Germany and the UK, DrKB 
ranks respectively In tbe top 
two and top three. 

Albertini also handles new 
issues and advises an priva- 
tisations, including the 
restructuring of state-owned 


Utl’s telecommunications 
holdings. At March 31, Its 
asset management arm had 
LSIGbn (|439m) of assets 
under management. This 
compares with Dresdner’s 
SZlIbn, but both sides have 
tbeir eyes on Italy’s untap- 
ped reservoir of savings. 

DrKB's search for an Ital- 
ian solution coincided with 
Albertmi's conclusion that a 
G Vi -year liaison with 

France's Socififo G£n£rale 

Was nparlng an pnd 

Albertini’s and SocGen's 
interests no longer coin- 


cided, Isidore Albertini, the 
broker’s founder and presi- 
dent, said yesterday. He 
added: “It probably was good 
for both of us to separate." 

Albertini’s links with 
Kleinwort Benson, the UK 
merchant bank bought by 
Dresdner in 1993, date to the 

1960s. Mr Albertini said 
DrKB was his first choice as 
a controlling shareholder 
which could extend Alberti- 
ni's reach in Europe. 

DrKB la buying SocGen's 
49.9 per cent stake and top- 
ping it up with shares from 


the Albertini family, which 
win retain a one-third inter- 
est for the foreseeable 
future, Mr Albertmi said. His 
son, Alberto, is the broker’s 
general manager. 

After severing tbe Alber- 
ttnl link, SocGen will set up 
a small gales tram in Milan. 
A few analysts will cover 
small and mpHtn ir miy^H Ital- 
ian mmpanipii , according to 
Thierry Elizabeth of Soc- 
Gen's business development 
team. 

Albertini was advised by 
J. F. Morgan. 


Spanish telecoms visionary beholds a brave new world 

Telef6nica chief Juan Villalonga sees Latin America as a natural market and is concentrating heavily on Brazil, writes Tom Bums 

I uan Villalonga, a fanner hold in Brazil by gaining another telecoms com] 


J uan Villalonga, a former 
merchant banker and 
Telefonica's ebullient 
cha ir ma n, talks a lot about 
his “visions". Two years 
after taking on the Spanish 
telecoms job, Mr Villalonga 
knows the privatisation this 
month of TelebrSs, the vast 
Brazilian network worth at 
least US*I1.7bn. offers a 
unique opportunity to turn 
dreams into reality. 

Because he ban preached, 
and delivered, shareholder 
value to investors in the 
blue-chip Telefdnica stock, 
and because he is a hard- 
headed deal-maker, Mr Villa- 
longa is taking no chances. 

Most large international 
operators are seeking to 
enter the Brazilian market, 
but the Madrid-based group 
is the only carrier to have 
signed up to view private 
information on all 12 compa- 
nies - three fixed-line opera- 
tors, eight cellular holdings 
and Fmtpi, the long-distance 
company - that Telebr&s Is 
selling. The non-refundable 
sign-up fees total more than 
$600,000 and Mr Villalonga 
has some 100 executives and 
analysts in Brazil sifting 
through the data. 

Mr Villa! onga's overriding 
vision Is the continued 
growth of Telefonica in 
Latin America, what he calls 
the group's “natural market" 
and where it is already the 
largest foreign operator. He 
has secured a strong foot- 


hold in Brazil by gaining 
control of CRT, a regional 
carrier that is not in the 
Telebrds system, and he 
wants more because Brazil 
represents more than a third 
of the whole Latin American 
market 

If Telefonica has done its 
sums right, it will be in a 
position to buy Telecentro- 
Sul, the fixed-line operator 
which borders CRT's fran- 
. chise In Rio Grande do Sul, 
when the scheduled Telebrds 
auction takes place on July 
29. Management of Telecen- 
tro-Sul will enable the Span- 
ish group to hook together 
the region's southern cone, 
for it will add a sizeable area 
of Brazil to its masting tele- 
coms businesses in Argen- 
tina and Chile. 

A second dream Mr Villa- 
longa talks about is what he 
calls “my vision of a web of 
relationships”, and Latin 
America has proved to be a 
fertile ground for this strat- 
egy. Telefonica under Mr Vil- 
lalonga has been adept at 
securing local partners in 
Brazil, where it has linked 
up with RBS, a regional 
media leader, and in Argen- 
tina, where it works with 
Citicorp Equity Investments, 
an offshoot of the US bank- 
ing group focusing on local 
multimedia products. 

Telefonica’s ability to net- 
work in Latin America is the 
operator’s chief competitive 
advantage . “It is not just 



Juan Vatatonga: hopes to turn transatla n tic (beams Into realty 


speaking a common lan- 
guage,” says Mr Villalonga. 
“It is sharing a culture and 
understanding friendships In 
tbe same way.” In the mid- 
term. he expects Telefonica's 
Latin American assets to 
represent more than half the 
group’s value, up from 
around 30 per cent now. 

He bas established a 
“web" at CRT by selling an 
Telefonica-owned equity in 
the operator to Portugal 
Telecom, to Iberdrola, the 
Spanish power group which 
is investing heavily in Bra- 


zfl, and to Banco Bilbao Viz- 
caya, a reference Telefonica 
shareholder which in April 
acquired control of Sfio Pau- 
lo’s Excel Economico b ank. 

“We need to team up with 
tbe right local partners,” Mr 
Villalonga says, “and we 
have to develop skills for 
working with others." He 
insists, also, that Telefonica 
has to be “generous” about 
bringing in outsiders to the 
businesses it is managing 

Telefonica has ostensibly 
stable partners in tbe shape 
of WorldCom and MCI, the 


Ashley Ashwood 

soon-to-merge US operators 
with which it signed a wide- 
ranging global alliance in 
March. Mr Villalonga, how- 
ever, dislikes the term “alli- 
ance” because “It doesn’t 
mean anything”. He 
believes, instead, in “pro- 
jects that Involve clients, 
revenues, value and the sort 
of things that do make 
sense”. 

According to Mr Villa- 
longa, there Is nothing to 
stop him establishing ven- 
tures with other carriers to 
enter specific businesses. “If 


another telecoms company 
comes to me tomorrow ask- 
ing for help to develop such 
and such a mass market TO 
think about it" 

Telefonica has a number 
of agreed, but as yet unreal- 
ised. projects with MCI in 
Latin America which include 
investment in tbe Mexican 
carrier Avantel, the joint 
development of a pan-Ameri- 
can netw o r k to provide inte- 
grated services in the region, 
and TelefQnica's entry into 
the Spanish-speaking US 
market to provide 
long-distance products to 
Latin America. The first real 
test of Telefonica’s partner- 
ship with the US operators is 
Telebr&s. 

T he rules of the disposal 
bar buyers from control- 
ling more than one of 
the assets that Telehras is 
selling, but do allow them to 
acquire minority stakes in 
operators they do not man- 
age. Mr Villalonga believes if 
MCI gains control of TCmtei, 
the long-distance operator, 
Telefdnica will be able to 
purchase up to 20 per cent of 
the carrier's equity. 

Mr Villalonga has $2£bn 
in fresh funds, raised in a 
May rights Issue, to Invest In 
Latin America. “How we go 
about spending that depends 
on how successful we are Id 
the Telebr&s auction," he 
says. The strategy is certain 
to be shaped by his vision- 
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CENT RAL, 

me 

NOTICE OF PUBLIC BIDDING 
CENTRAL BANK OF THE DOMINICAN REPUBLIC 

SALE OF THE PlAYA GRANDE TOURIST PROJECT 

A. General. 

1. The Central Bank of the Dominican Republic gives notice to national and foreign investors 
of an invitation to participate, either directly or by means of their representatives duly accred- 
ited before the Central Bank, in a public bidding to present bids for tbe purchase of the Playa 
Grande Tourist Project. This complex is located on the North Coast of the Dominican 
Republic and is the property of the Central Bank. For purposes of this bidding, participants 
must demonstrate their capacity to promote and develop tourist projects of importance. 

Further information may be obtained at the following addresses or numbers: 

DEPARTAMENTO DE DESARROLLO Y FINANOAMIENTO DE FROYECTOS (DEFtNPRO) 
BANCO CENTRAL DE LA REPUBUCA DOMXNICANA 
2do Piso, Antigua Sede 

Calle Pedro Henrfquez Ureiia, esq. Leopoldo Navarro 
Santo Domingo, Dominican Republic 

Telephone: (809) 689-5311 or (809) 682-6336 
Telefax: (809)688-0120 
E-mail address: webmaster@bancentral.gov.do 
Web Site: www.bancentral.gov.do 

2. Tbe project is located on 3.5 million square meters, including 1.6 kilometers (1 mile) of 
first-quality beachfront on the ocean. It is situated between the towns of Puerto Plata and 
Nagua, and between the Puerto Plata and Sam ana International Airports, on the North Coast 
of tbe Dominican Republic. Puerto Plata Internationa] Airport is served by a number of U^., 
European, and South American airline companies with regularly scheduled passenger service 
and charter flights. At present, this airport accounts for 33% of international tourist arrivals in 
die Dominican Republic. Daily connections by air to the capital city of Santo Domingo are 
available. 

3. The project includes a professional golf course designed by Robert Trent Jones, all 18 
holes of which enjoy spectacular views of the Atlantic Ocean, and all of the amenities which 
are appropriate to a project of this quality, such as an imposing clubhouse, caddy building, 
residual water treatment plant and an acqueduct capable of serving 4,000 rooms. 

The area to be sold includes 2.7 million square meters for the construction of hotels, villas, 
and additional facilities, for a capacity of 4,000 rooms expandable to 6,000. 

B. Procedure 

The Bidding Commission designated by the Monetary Board establishes a time limit up to and 
including August 20. 1998 for the receipt of prequalification proposals from those firms or 
entities which are interested in participating in said bidding. The Central Bank will notify the 
qualified firms on September 3, 1998 at the latest so that they may submit their purchase pro- 
posals. These shall be received no later that November 3, 1998, at which time the envelopes 
shall be opened. Prequalified participants may initiate die due diligence visit and interview 
process, the coordination of which shall be the responsibility of DEFINPRO, at the above 
listed address and phone sites. 







Trumpf plans 
to expand in 
US, Europe 


By Peter March 

Trumpf of Germany, the 
world’s biggest maker of 
laser cutting tools, plans to 
expand in Germany, Switzer- 
land and the US, after 

annnnnring a large rise in 

annual pre-tax profits. 

fihmgff in g off tbe impact 
of the Asia crisis, Europe's 
second biggest maker of 
machine tools said strong 
demand in the main devel- 
oped markets offset weak- 
ness In Asia-Pacific. “We see 
no signs of any slowdown [In 
the company's sales 
growth].” said Berthold Lel- 
binger, Trumpf president 
and majority owner. 

Mr Leiblnger said 
Trumpfs sales in the year 
ended June 30 were up about 
26 per cent to a provisional 
DM1.38bn ($765m), from 
DMl.OSbn in 199697. 

He said pre-tax profits 
would rise an equivalent 
amount, implying about 
DM173m, after DMl39.7m tbe 
year before. Orders rose a 
third to DM1.55bn. 

Over the next 12 months, 
the company plans to spend 
DM 100m on investment, 
about the same as tbe year 
just ended and nearly twice 


as much as in 1996-97. This Is 
part of a worldwide plan to 
expand its existing factories, 
as well as build a new fac- 
tory in Taiwan, Trumpfs 
first in Asia. 

Tbe privately owned com- 
pany, in which 82 per cent of 
the shares are held by Mr 
Leibinger’s family, says it is 
seeing higher demand for its 
manhinai , used in wwtJil cut- 
ting operations in a range of 
manufacturing industries 
which require precision. 

Trumpf is also seeing 
strong growth in its sales of 
stand-alone laser sources, 
which manufacturers such 
as car makers use in speci- 
alised, high accuracy laser 
welding wianhines. 

About a third of its sales 
are in Germany, another 
third In the rest of western 
Europe and nearly 20 per 
cent in the US. with 7 per 
cent in Asia. Mr Leibtnger 
said immediate growth pros- 
pects for his company in 
Asia were stfil good. 

Trmnprs growth under- 
lines the tumround in the 
German wiarfitna tool indus- 
try, Europe's biggest, with 
output this year expected to 
be up 6-10 per cent after sev- 
eral years of slow growth. 


NEWS DIGEST 


BROADCASTING 




CLT-Ufa increases its 
share of RTL4 to 99% 

CLT-Ufa, Europe’s biggest broadcasting company, yesterday 
lifted its profile in the Benelux media market with the acquisi- 
tion of a 38 per cent stake In HTL4 Holdkig from VNU, the 
Dutch publishing group. The deal, which was expected, raises 
CLT -Ufa's stake in RTL4 Holding to 99 per cent 
No financial details were given, but VNU said ft had 
received more than the estimated book value of R 110 m 

($54m). The company said the proceeds from the sale would 
be used to strengthen core activities, such as professional 
information services, telephone directories and consumer 


RTL.4 Holding controls 65 per cent of Hofiand Media Group, 
which owns three television c h annels, a radio station and the 
Netherlands' third-latest production company. The remaining 
35 per cent of HMG Is held by Vereniging Veronica, the Dutch 
group which merged Its television activities with those of Lux- h J 
embourg-based CLT-Ufa In 1996. 

Re my Sautter, president of CLT-Ufa, in which the German 
media group Bertelsmann holds a 40 per cent stake, said the 
deal would enable “HMG to folly benefit from CLT-Ufa's 
broadcasting competences, especially in the area of free-TV”. 

As well as the three Dutch television channels, CLT-Ufa owns 
two television stations in Belgium and a further two in Luxem- 
bourg. Frederick Studemam, Frankfurt 


ANGLO AMERICAN 


R526m loss on Lonrtio stake 

Anglo American, South Africa’s biggest company, has quantif- 
ied its losses from its investment in Lonrho, the UK based for- 
mer conglomerate which Is now turning ftsetf into a mining 
company. Julian OgJMe Thompson. Anglo chairman, In his 
annual review reveals there was a realised loss of R526m 
(*89m). 

Anglo bunt its stake in Lonrho to 27.5 per cent in 1996 after 
buying the first 18 per cent from Dieter Bock, then Lonrho 
chief executive. It paid cdbout I80p a share for most of the 
holding. Analysts suggested that Anglo was interested makily 
in obtaining a strategic Interest In Ashanti Goldfields of 
Ghana. In which Lonrho has a 33 per cent shareholding. 

However, Anglo ran kite problems with the European Com- 
mission over Lonrho's platinum mining Interests. The Com- 
mission was worried about the threat to competition in the 
platinum market which the South African group dominates. In 
April 1997 the Commission gave Anglo two years to reduce 
Its Lonrho state to below 10 per cent 

In February this year Anglo achieved this by swapping its 
Lonrho holding for the gold mining interests of JC1, another 
South African company. JCI sold the shares back to Lonrho 
for £220m ($367m) (equivalent to about 105p each) and they 
were cancelled. Kenneth Good ng, Mining Correspondent 




CARMAKING 


Hyundai Motor sales fall 

Hyundai Motor, a unit of South Korea’s Hyundai Gttoup, said 
yesterday Kb vehicle sales in June fell 26.8 per cent to 86,932 
units from 118,773 units a year earlier, ft said Re exports also 
fell 5.7 per cent to 53,444 units 6n the month from 62,002 
units a year ago. 

A spokesman said its domestic sales dropped 49.8 per cent 
to 28,488 units ki June from 56,771 units a year earlier. 
‘Domestic sales continued plunging in line with [the] deepen- 
ing economic slump, 1 ’ he said. “Exports were also affected by 
the yen's depreciation against the dollar." Hyundai said Hb 
vehicle sales In the first half of this year were 448,573 units, 
down from 593,012 units a year earner. Exports during the 
six-month period rose to 298,446 units from 281,583 unfts a 
year ago. Hyundai sold 1.25m vehicles in 1997, compared 
with 1.31m In 1996. Reuters, Seoul 


TELEC^MMUNKMTIONS 

TelDaFax joins Easdaq 

TeDaFax, a telecommunications service provider, has 
become the first German company to be listed on Easdaq. 
the Brussels-based stock exchange set up along the Bnes of 
Nasdaq in the US. New shares In the company, also quoted 
on Germany's Neuer Markt, were Issued at DM52 to raise up 
to DM 506m ($280m). Andrew Fisher, Frankfurt 


TH0MS0N-G5F 

Alcatel, Dassault buy stakes 

France’s Alcatel and defence group Dassault Industries said 
yesterday they had taken states in Thomson-CSF in 
exchange for defence electronic assets as part of the privati- 
sation of the group. Alcatel Participations now holds 16.35 
per cent of the voting rights In Thomson-CSF and Dassautt, 6 
percent 

The announcement follows the approval last week by 
Thomson-CSF shareholders of the privatisation, which entails 
involvement of the state-controlled Aerospatiale, as wefl as 
Alcatel and Dassautt as core shareholders. 

Under the deal, aimed at creating a French military equip- 
ment giant with the muscle to negotiate cross-border alli- 
ances, the new partners are bringing some of their defence 
activities to Thomson-CSF in exchange for states in the 
enlarged group. 

The state's holding fells below 50 per cent, from 58 per 
cent, although Thomson SA, wholly owned by the state, wH 
remain the largest shareholder with 4Z94 pa- cent 
Reuters, Parte 

Comments and press releases about International 

companies coverage can be sent by e-maa to 
intBmatkxial. companiesfSft com 


Financial Times Surveys 

The Future of 

European Retirement Provision 

Friday September 11 

This Survey will appear as a magazine and will be distributed with 
the Financial Times. Pensions Management and European Pensions News, 
reaching more than 800,000 senior decision makers, pension managers and their advisers. 

For further information please contact; 

Alan Cuunin-liani 

Tel: ^44 171 873 320G Fax; -44 171 873 4296 
email; alan. cunnin^ham vFT.com 

FINANCIA L TIME S 

No FT, no comment. 
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' Expectations run too high and leave ICI with a headache 


COMMENT 


* Jenny Luesby on how the speciality chemicals 
group has suffered at hands of its Crty followers 

T he bubble has burst for 
Imperial Chemical 
Industries. A City 
favourite over the past year 
as it has pulled off a daring 
and clever shift tom com- 
- modit y chemicals to special- 
ity chemicals. it now has 
little but bad news to com- 
municate. 

However, with analysts 
last week announcing the 
latest cuts in their pre tax 
profit forecasts, it is argu- 
able whether ICI is under- 
performing by as much as 
the downgrades over the last 
12 mouths would suggest. 

Certainly, the company's 
trading outlook is now poor, 
but it is also suffering from 
the repeatedly unrealistic 
expectations of its followers 
in the City. 

Last summer, following its 
- £4.7bn acquisition of the Uni- 

lever specialty chemical 
businesses and tbe 
announcement of £3 bn of 
industrial chemical dispos- 
als, some analysts were fore- 
casting group profits of more 
than £lbn i$l.67bn) for 1998. 

Following the group's pri- 
vate briefings with analysts 
last week, the consensus 
forecast fell to £535m. More 
downgrades seem certain to 
follow. In the first three 
months of the year, the 
group reported pre-tax prof- 
its of £S7m. and there is Utile 
good cheer ahead. 

The single most positive 
element this year has been 
the enforced delay in the 
$7 50m sale to DuPont of the 


group’s Tioxide subsidiary. 
Announced last July, the 
deal has become embroiled 
in an extended investigation 
by the US Federal Trade 
Commission. 

This hold-up, together 
with a s imil ar delay in the 
$450m sale of its Crosfield 
specialties subsidiary, has 
forced JCI to refinance some 
of its short-term borrowings 
at higher interest rates. But 
the 25 per cent rise in tita- 
nium dioxide prices since 
last July has delivered a 
greater fillip to earnings. 

Against this gain, ICI will 
be offseting several nega- 
tives. 

With just 23 per cent of its 
sales made in the UK, ICI is 
more vulnerable than many 
British companies to strong 
sterling. At current 
exchange rates, the group 
will lose an estimated £90m 
in profits in 199 8. 

It is also suffering from 
the downturn in Asia, both 
directly, with io per cent of 
its sales made in the region, 
and indirectly, through tbe 
oversupply that has been 
created in some of its 
markets. 

Hardest hit in this respect 
is likely to be its materials 
division, which specialises in 
acrylics and polyurethane. 

The new specialties divi- 
sion. formed with the acqui- 
sitions tom Unilever, is also 
likely to suffer in this 
respect. One of its two main 
businesses is Quest, which 
makes fragrances and fla- 


vourings. A leading competi- 
tor in the same sector, IFS, 
last week issued a profits 
warning, citing the Impact of 
the downturn in Asia. 

The third and last of the 
core businesses, coatings, 
also has difficulties. It too 
had expected growth from 
Asian markets, but perhaps 
more significantly, it is now 
embroiled in a vicious US 
price war. 

Through acquisitions, JCI 

has built up a strong posi- 
tion in the US decorative 
paints market, even winning 
the supply contract for DIY- 
chain Home Products. 

However, the leading 
paints company In the US is 
Sherwln Williams. With 
twice the number of outlets 
of Id. it has cut prices and 
declared its determination to 
end the UK group’s market 
gains. 

The group's Impressive 
progress in disposing of its 
non-core industrial chemi- 
cals businesses has also 
slowed. 

Charles Miller Smith, chief 
executive, was aiming to 
complete an extensive list of 
disposals this year. He may 
still make this target, but he 
has extended his own dead- 
line to three years. 

There are clearly buyers in 
the frame for some of the 
businesses. Observers point 
to Huntsman. BP and Shell 
as contenders for ICTs petro- 
chemicals assets, and ven- 
ture capitalists are report- 
edly interested in the 
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chlorine-based businesses. 
There seem to be possible 
takers for all other indus- 
trial chemicals businesses, 
except the US explosives 
business. But none will be 
easy to sell 

Acquisitions continue to 
be a bright note, but once 
fully consolidated this year's 
purchases are only expected 
to account for 4 per cent of 
group sales. 

With so many impondera- 
bles. precise profit forecasts 


>993 9* 95 96 97* 98' 99' 2fXXT 
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for Id are out of the ques- 
tion. But they have been 
wide of the mark for years. 

A recent independent analy- 
sis of brokers' forecasts 
reported 46 per cent accu- 
racy in chemicals, and just 
37 per cent for Id. in 1996-97. 
This uncertainty may reflect 
the nature of the group's 
business, but this year the 
shine of specialties has also 
served shareholders ill. 

“Id's strategy- is impres- 
sive, shifting a commodity 


company with no pricing 
power into more stable earn- 
ings streams." says Michael 
Eastwood, chemicals analyst 
at Dresdner Klein wort Ben- 
son. whose forecasts were 35 
per renl below the consen- 
sus last year. “But these new 
businesses cannot be 
immune to currency and 
Asian volatility and general 
competitive pressures.” 
“Expectations were just run- 
ning too high." says Mr East- 
wood. 
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MPs hear 
British 
Biotech 
evidence 


By Jonathan Guthrie and 
Christopher Swam 


MBO plan for T&N’s bearings unit 


Dr Andrew Millar, the 
sacked head of clinical trials 
at British Biotech, the bio- 
technology company, yester- 
day accused his former boss, 
Dr Peter Lewis, director of 
research, of concealing infor- 
mation from the rest of the 
board, an act he described as 
“treachery”. 

Dr Millar was giving evi- 
dence before the House of 
Commons science and tech- 
nology committee, which 
has launched an inquiry into 
allegations that the board of 
British Biotech misled inves- 
tors. The committee is con- 
cerned that the collapse of 
confidence in the company 
since Dr Millar unleashed a 
series of allegations against 
it has damaged tbe ability of 
all UK biotech companies to 
raise money. 

Shares in British Biotech, 
formerly the flagship of the 
UK biotech sector, have 
slumped to about 32p from a 
peak of more than £3 in 1996 
mainly over worries about 
the efficacy of its drugs 
under development. 

Dr Millar sometimes 
appeared close to tears as he 
answered the questions of 
the committee in a House of 
Commons meeting room. 

Dr Keith McCufiagb, Chief 
executive, told the commit- 
tee the controversy had 
raised “concerns in the com- 
pany" about the conflicting 
obligations to share informa- 
tion with shareholders and 
keep it confidential on 
behalf of medical regulators. 
He said "The tension is par- 
ticularly acute for biotech 
companies because they 
have no earnings.” 


By Andrew Edgecfifle-Johnson 

Allan Welsh, the farmer 
chief executive of TAN'S 
engine bearings division, is 
leading a $500m-$600m bid 
for the business, backed by 
venture-capital groups Cln- 
ven and CVC Capital Part- 
ners. it emerged yesterday. 

The management buy-out 
was prompted by a ruling 
from regulators in March 
that Federal-Mogul of Michi- 
gan, which bought T&N for 
£1.5bn earlier this year, must 
sell off a fifth of the UK engi- 
neering-group for the deal to 
be cleared. t 


The management buy-out 
team is believed to be facing 
rival bids from potential 
trade buyers including Dana 
Corporation of tbe US and 
Mahie of Germany. Specula- 
tion that Sir Colin Hope, for- 
mer T&N chairman, might 
join the management’s bid 
are understood to be wide of 
the mark, however. 

The assets under offer 
include all of T&N’s thin- 
wall bearings operations and 
its metal-backed polymer dry 
bearings business, which 
uses polymer coatings to 
reduce friction.. . 

The business, which has 


annual sales of about £400m 
<*668m), has operations In 
Ohio io the US. France. Ger- 
many, Italy and the UK. The 
disposal process is being 
conducted by Merrill Lynch 
from New York. 

Since the completion of 
the T&N takeover, the regu- 
latory authorities in the US. 
Germany and tbe UK have 
insisted that Federal-Mogul 
should have no hand in the 
management of tbe business 
until its disposal, and that 
the business be “maintained 
as a viable competitor" to 
Federal-Mogul’s own -bear- 
ings operations. 


Federal-Mogul has also 
been forced to ensure that 
the former T&N scientists 
working for the bearings 
division should stay with the 
business when it is sold. 

Mr Welsh was one of live 
T&N executives to leave fol- 
lowing the Federal-Mogul 
takeover. 

During the deal, analysts 
said a perceived problem 
over who would succeed Sir 
Colin was one reason for 
T&N’s vulnerability to a 
takeover. Frank Tomes, the 
head of T&N's composites 
and camshafts division, was 
the only director to move 


over to Federal-Mogul fol- 
lowing the takeover. 

Cinven bought BBA’s 
automotive products busi- 
ness for £20Stn three years 
ago. and CVC has bought 
business from engineers 
such as BBA and BTFL The 
joint Cinven/CVC deal is the 
second time the two venture 
capital groups haw worked 
together, in May they linked 
for the largest venture capi- 
tal deal in Europe this year, 
with a successful £lbn bid 
for Kappa, the packaging 
division of KNP BT, the 
Dutch packaging and distri- 
bution group. 


When the Hiltons were 
reunited by their parents. 

Ladbroke and Hilton Hotels 
Corporation, the talk was 
about how Stephen Roller? 
bach. HHC's arch deal maker, 
would shake things up at 
Ladbroke. Two years on. is 
the boot □□ the other foot? 

The newly demerged Hilton 
hotel group is expected to 
have an enterprise value of 
between $7bn and S7.5bn. 

Ladbroke s enterprise value 
is hovering around ST.Tbn. 

Ladbroke s paper is more 
highly rated than its US part- 
ner’s. while the Bollenbnch 
magic Is weanng ihm. Could 

Ladbroke be the one to catapult their alliance into 
full-blown mei-per? An acquisition would be a momentous 
stretch for Ladbroke. Gearing up the balance shrvi and 
issuing paper would not be enough. It would require some 
daring financial engineering. One option could be io soil rhe 
combined hotel assets, while retaining the brand and man- 
agement contracts. 

A no-premium merger of the two rs the ideal solution. 
Does the Hilton demerger bring this tnrwardV Probably nni 
The obstacles to a merger - mainly tax - remain. With luck, 
lawyers will find a wheeze The alliance works well, hut a 
merged business would benefit from quicker decision mak- 
ing. And It would mean that Hilton did noi fall into the 
hands of anyone other than Ladbroke. The risks of this 
happening have just increased. 

UK manufacturing 

The evidence is now compel I mg that UK manufacturer* 
have slid from moaning about the ill effects of tin- hi?h 
pound to feeling real pain. Job cuts are gathering pad 1 , 
orders are being lost and business failures arv on the rise. 
Should the Bank of England at last heed the cries from 
industrial heartlands': So far. the answer has been no. While 
industrial pay has not been rising as fust js in the service 
sector, it has still outstripped inflation. And as the Bank of 
England's monetary policy committee sees pay as a driver uf 
inflation, which is still too high, u has hardened us heart. 

There seems little hope of this changing soon. Manufactur- 
ing is only 20 per cent of the economy: growth in the service 
sector remains healthy enough to stretch the labour market. 
Ideally, redundant Industrial workers should switch lu ser- 
vice jobs. They will, but not quickly enough. 


Tesco to provide internet service 


Eagle Star cuts 
commercial staff 


By John Wfflman and Aim Cane 

Tesco its to become an 
internet service provider, 
offering customers with per- 
sonal computers both access 
to tbe net and tuition on 
how to surf it. 

It will be the first UK high 
street retailer to offer inter- 
net access, and is pricing its 
service below the market 
leaders. TescoNet will cost 


£8.99 (915) a month for 
unlimited use, with loyalty 
card points for Clubcard 
members. The supermarket 
chain believes there is a 
market for an easy-to-use. 
low-cost service. “Our expe- 
rience has shown the new 
wave of internet users are 
looking for a name they can 
trust," said Ian O’Reilly, Tes- 
co’s information technology 
director. 


Figures from BMRB Inter- 
national, the market 
research organisation, show 
use of the Internet at home 
has now overtaken that at 
work. But usage is still 
below that in the US where 
some 40 per cent of homes 
have access. 

TescoNet will offer sub- 
scribers a CD-Rom for 50p 
containing the software 
needed to access the inter- 


net, together with a tutorial 
for beginners. The first 
screen on TescoNet wifi con- 
tain an icon connecting 
users to the Tesco Direct 
home shopping service. 

Customers who sign up for 
a year will get one month 
free, ma kin g a total cost of 
less than £99. A recent 
Which? report said annual 
costs with providers were 
typically more than £110. 


The UK internet service 
provider market is domi- 
nated by America Online 
and its CompuServe subsid- 
iary. which together have 
more than 640,000 residential 
subscribers, according to 
Datastream. They provide 
their own internet informa- 
tion. as does Microsoft Net- 
work with 135,000 subscrib- 
ers and Virgin Net with 
60.000. 


By Christopher Adams 

Eagle Star, the composite 
insurance subsidiary of BAT 
Industries, has moved to halt 
a slide in its operating per- 
formance by cutting several 
hundred jobs at its commer- 
cial insurance arm. 

The announcement comes 
ahead of a planned £S3bn 
(S55bn) merger between 
BAT’S financial services 
business, which includes 
Eagle Star, and Zurich 
Group, the Swiss insurer. 

Eagle Star said it would 
cut 540 jobs over the next 
two years in a division that 
deals with commercial cus- 
tomers through brokers. 
Two regional offices in 
Southampton and Leicester 
and a dutch of underwriting 
branches are to close bv 
early 1999. 

The staff union, which rep- 
resents 60 per cent of the 
group's 8.000 employees, crit- 
icised the decision for being 
short-sighted. More cuts are 


expected to follow. 

The merger of Zurich with 
BAT’S financial services 
business, which includes life 
assurer Allied Dunbar and 
Threadneedle Asset Manage- 
ment. will mean the loss of 
1.600 jobs as they try to gen- 
erate savings of S-JOOm. 

Eagle Star, regarded by 
analysts as one of the worst 
performers in the composite 
insurance sector, will feel 
the brunt of the cost-cutting. 
The latest move follows a 
review by consultants 
McKinsey. brought in to try 
and halt the insurer's slide. 

Like many of its competi- 
tors. it is struggling in the 
face of fierce competition 
Premium rates for personal 
insurance are dropping and 
corporate customers are 
retaining a greater propor- 
tion of risk. 

Eagle Star will also reor- 
ganise ihe cnnuuorci.il busi- 
ness so lhai it focuses on 
groups of policyholders 
rather than product lm«.. 


HHC split could help Ladbroke deal 


By Scheherazade 
Danestrkbu 


The prolonged courtship 
between Ladbroke and Hil- 
ton Hotels Corporation 
promises to take a new twist 
after HHC's announcement 
on Tuesday that it would 
split into separate hotel and 
casino companies. 

The decision by Stephen 
Bollenbach, chief executive 
of tbe HHC. which controls 
Hilton in the US. to break up 
tbe California-baaed busi- 
ness raises the possibility of 
long-awaited marriage 


with Ladbroke. owner or 
operator of Hilton hotels 
elsewhere. 

It crystallises the value of 
Hilton hotels so, on the face 
of it, makes a merger 
easier,” said one leisure ana- 
lyst. “But who Is to say who 
will buy whom?" 

Tbe romance between 
HHC. and Ladbroke, began 
two years ago when the two 
companies announced a mar- 
keting alliance to reunite the 
Hilton brand. 

HHC promised to take a 5 
per cent stake in Ladbroke 
as evidence of its commit- 


ment to tbe new relationship 
but has so far not done so. 

Ladbroke’s shares closed 
lip lower at 318p partly due 
to the absence of a deal, and 
also to prolonged uncer- 
tainty over its £363m take- 
over of Coral betting shops. 
The Monopolies and Mergers 
Commission said yesterday 
it would postpone delivery of 
its report on the Coral take- 
over from July 7 to July 31. 
It had received an unusually 
large number of submissions 
by third parties. Ladbroke 's 
submission had also been 
lengthy and its request for a 


third meeting had contrib- 
uted to the delay. 

Analysts argued yesterday 
that the extension could be 
favourable to Ladbroke. 

Ladbroke's shares have 
risen 20 per cent this year 
and outperformed the mar- 
ket by 5 per cent. The shares 
are more than a third higher 
than two years ago when the 
alliance with HHC was 
announced. At the time, the 
talk was of HHC taking Lad- 
broke over but HHC's shares 
have underperformed the 
S&P index by more than 30 
per cent since then. 


Doncasters sells Triplex division 



By Andrew Etlgediffi^krtHtson 

Doncasters, the aerospace 
and industrial component 
^gating s business which took 
over Triple Lloyd in Janu- 
ary, ha a sold the automotive 
division of its former rival 
for £80m ($134m). 

Th© sale to Phildww. the 
venture capital group, will 
recover more than 40 per 
cent of the cost of the £194m 
Triplex purchase. It will also 
reduce Doncasters debt. 


RESULTS 


which stood at £l90m at the 
end of the first quarter. 

Sales and profits figures 
have not been disclosed for 
the businesses sold, 
although turnover is 
believed to be about QOQtn. 

The £8Qm price was better 
than analysts' expectations 
and is thought to be between 
five and six times earnings 
before interest, tax, deprecia- 
tion and amortisation. 

The automotive division, 
which is spread over seven 


sites in tbe UK, employs 
1,500 people and includes 
foundries, precision compo- 
nents activities, aluminium 
die-casting operations and 
turbocharger bousing cast- 
ings. 

Doncasters is retaining a 
similar technology for air- 
foils, which are one of its 
main business activities, and 
hopes to expand Triplex 
Lloyd’s airfoil finishing busi- 
ness in North America. It 
will also group airfoils forg- 


ing and casting in Europe 

under one manager. 

Doncasters is hoping to 
increase airfoils capacity, to 
catch up with rivals such as 
Hairnet and PCC. 

Doncasters has also 
appointed agents to sell 
Southern Tool of Alabama, 
one of tbe three largest US 
industrial castings compa- 
nies. 'Dils will form the hug- 
est part of a second group of 
disposals with annual sales 
of about £35m. 
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Extel survey: 
the weighted 
league table 

The top firms in Extel’s 1998 
survey of investment ana- 
lysts appear below, weighted 
by the market capitalisation 
and funds under manage- 
ment of tbe fund managers 
polled. An unweighted 
league table was published 
yesterday. The only differ- 
ence is in tbe order of the 
banks in positions 5, 6 and 7. 


Top pan-European 
1996 RankT, (1997 in 


As Hambro European Ventures <HEV), we built a reputation 
for backing b/gh-quaJity management teams. Now, with the 
whole-hearted support of our blue-chip investors, we've 
bought our own independence. As Duke Street Capital, we 
have £261 million to invest in UK and European companies 


that want to transform their fortunes. 

If your business needs an innovative approach i 

to private equity, talk to the team that knows 

buy-ins and buy-outs, inside out. duke street capital 

OUR CAPITAL . yOU R GAIN. 
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EURO PRICES 


EQUITIES 


Japan optimism lifts Europe 


EUROPEAN OVERVIEW 


By Philip Coggan, 
Karicets Editor 


Europe’s stock markets 
started the second half of the 
year in buoyant mood as 
optimism about the pros- 
pects of Japanese economic 
and banking reform carried 
several bourses to all-time 
highs. 

Brussels, Frankfurt, Paris 
and Zurich all set closing 
records and the pan- 
European indices, the FTSE 
Eurotop 100 and Euro top 300, 
also reached new peaks. 

The Eurotop 100 gained 
50.43 or 1.7 per cent to 


2341-26 while the 300 rose 
20.77 to 136935. The FTSE 
Ebloc 100 index, comprising 
stocks In countries sched- 
uled to Join the single cur- 
rency, moved up 1733 to 
1380.4. 

The rally spread from 
Tokyo, where the Nikkei 225 

average regained the 16JKXJ 
levcd. through the rest of 
Asia and was sustained in 
New York, where the Dow 
Jones Industrial Average 
opened high er . 

A weak US purchasing 
managers’ survey, pointing 
to a slowing economy, 
helped government bonds in 
both the US and Europe by 
nalming lingering rate rise 


Eonrinp 300 EmWbe 

Waal -. ' 


fears as the Federal Reserve 
meeting finished. 

The reports of talks 
between Volkswagen and 
Volvo prompted some excite- 
ment in the automobile sec- 
tor, with the former gaining 
Ecu 87 to Ecu 9163 and the 
latter’s A shares rising Ecu 
23 to Ecu 2839. 

Extractive industries was 
the best performing sector, 
gaining 5 per cent, with Bilh- 
tcn, the UK finning group, 
gaining ECU 03 to ECU 2-09 
after It said it expected prof- 
its to exceed Its previous 
forecast. 

The gas distribution sector 
gained 3.7 per cent on the 
day. with BG rising Ecu 03 


to Ecu 5.43 an the back of 
some favourable brokers' 
notes pud Gas Natural mov- 
ing up Ecu 43 to, Ecu 70.46. 

One of the few sectors to 
p»n on the day was leisure & 
hotels, which slipped L3 per 
cent. Accor, a weak per- 
former on Tuesday, lost 
another Ecu 53 to Ecu 2493. 
Ladbroke dropped Ecu 03 to 
Ecu 435 on doubts about the 
group's proposed purchase of 
the Coral betting shop ch ain . 

Veba. the diversified 
Industrial group, which fell 
sharply on Tuesday after a 
warning that its 10 per cent 
profit growth target might 
not be met, slipped a farther 
Ecu 0.6 to Ecu 59.45. 


FTSE Actuaries Share Indices European series] 
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international healthcare 

hMWh« K ' S J ,ationa * Health Service celebrates its 50th anniversary, the FT compares its Influence with 
care trends worldwide. To open, Nicholas Timmins explains the forces behind the NHS’s creation 

An expensive bill of health 



NHS 


1348 - 1998 

On July 5 1948 - 50 years ago 
this Sunday - the brass 
band from the Yorkshire 
Main Colliery trooped up to 
the doctor's surgery in 
Ecflington, South Yorkshire, 
and began to play. The doc- 
tor hung a union flag out of 
the window and gave them 
all a drink. 

Down in London. Alice 
Law's mother went to the 
optician’s and bad herself 
tested for new glasses. She 
went further down the road 
to the chiropodist and then 
back to the doctor who fixed 
her up with the hearing aid 
she had long needed. On the 
way out. she quipped: “Well, 
the undertaker is on the way 
home. Everything is going 
on, I might as well call in 
there." 

Up in Manchester at Traf- 
ford Park hospital. Aneurin 


Bevan, the health minister, 
handed over a symbolic set 
of keys. The National Health 
Service had arrived 
It had been a long time - 
almost 50 years - coming. It 
was the result of two great 
failures and one great tri- 
umph. The failures were 
those of charity and the free 
market in medicine. The tri- 
umph was that of an idea - 
that good quality healthcare 
should be available to all, 
regardless of the ability to 
pay. 

The first suggestion that 
there be a “state medical ser- 
vice" is generally attributed 
to Beatrice Webb, co-founder 
of the Fabian Society, who in 
a minority report to the 1909 
Royal Commission on the 
Poor Law argued the case 
for a “public medical ser- 
vice". 

Her call came as Lloyd 
George, the Liberal Chancel- 
lor of the Exchequer, was 
working on the first state 
health and unemployment 
insurance schemes, the 
famous “ninepence for fourp- 
ence". For the workers’ 
fourpence. employers bad to 
contribute threepence and 
the state twopence for a 
scheme which provided the 
services or a "panel" doctor 
to lower-earning workers. By 
1939. it covered about '43 per 
cent of the population. What 
it did not provide, however, 
was medicine or hospital 
care. And there was no cover 
for non-working wives, chil- 
dren, the self-employed, 
those on higher incomes or 
many of the elderly, all of 
whom either paid direct. 


took out widely varying 
forms of private insurance, 
or went without 

From the 1920s on. a whole 
string of government-com- 
missioned and other reports 
had called for a broader and 
more comprehensive system 
of healthcare. 

Huge pressure for change 
was at work. Medicine, in 
the shape of what doctors 
could do that actually 
worked, was advancing. But 
free family doctor cover 
remained limited, and the 
hospital system was a mess. 
It was divided into two war- 
ring factions. 

On the one side were the 
so-called municipal hospi- 
tals, almost 1£00 of them, 
run by local authorities and 
providing means-tested 
access to care. They included 
a limited number of new 
institutions created in the 
1930s in big cities such as 
Birmingham. Bristol, Shef- 
field and London which were 
among the best in the land. 
The great bulk, however, 
were vastly less impressive, 
many having grown up as 
appendages to the 19th cen- 
tury workhouses and many 
still carrying the name and 
the distinct stigma of the 
“workhouse infirmary" - 
places patients would much 
rather not be and where fam- 
ily doctors, not specialist 
consultants, provided most 
of the care. 

Alongside them were 1.300 
voluntary hospitals. These 
charitable foundations ran 
from the 20 great teaching 
hospitals to tiny cottage hos- 
pitals of 10 beds or fewer 


where, again. GPs provided 
all the treatment, including 
surgery. In the teaching hos- 
pitals and grander founda- 
tions, consultants held hon- 
orary. unpaid, appointments, 
making their income from 
private patients while treat- 
ing the less well-off for free. 

The voluntary hospitals' 
aim was neatly encapsulated 
by the name of the Royal 
Free - hospitals founded to 
treat the poor. By the late 
1930s, however, they were in 
deep financial trouble. 
Where once gifts and invest- 
ments had accounted for the 
great bulk of their income, 
by the approach of the sec- 
ond world war only a third 
of their Income came that 
way. 

Patient payments, which 
40 years before had 
accounted for only ll per 
cent of their income now 
made up almost SO per cent 
of it, and the voluntaries 
acquired a reputation for 
dumping patients for whom 
they could do little on to the 
municipal system. 

Even the great teaching 
hospitals repeatedly teetered 
on the edge of bankruptcy 
while the growing need to 
charge, either in whole or on 
a means test, increasingly 
repudiated the charitable 
inspiration that had led to 
their foundation. "It was 
said." one historian of the 
period had recorded, “that a 
hospital need never despair 
so long as it was bankrupt 
But tbe plaintive cry of 
funds urgently needed and 
beds dosed' led in tbe end to 
a belief that the voluntary 


THE NHS TODAY • by Nicholas Timmins 


New pill to treat a 
recurring headache 


The perennial 
problems of - 
spiralling costs 
are being looked 
at afresh by 
Labour ministers 

“Administration will be the 
biggest headache for years to 
come," Aneurin Bevan 
remarked with considerable 
prescience at the foundation 
of tbe NHS. Since then, with 
ever increasing frequency, 
the NHS has been through at 
least Eve big reorganisa- 
tions. all aimed at increasing 
Its efficiency and effective- 
ness. It is celebrating its 50th 
anniversary with {mother 
which is arguably as large as 
any that has gone before. 

Britain’s Labour govern- 
ment claims to be abandon- 
ing the “internal market" 
introduced by the Conserva- 
tives in 1992. That turned 
the former directly m anag ed 
hospitals into self-governing 
NHS trusts, provided GPs 
with cash with which to buy 
hospital care and saw both 
ftmdholdlng GPs and health 
authorities contract with 
hospitals for care, relying, at 
least in theory, on competi- 
tion to lower price and 
increase quality. Critics 
argued instead that it drove 
up management costs and 
produced vast numbers of 
invoices for treatment, while 
reducing co-operation and 
fragmenting the service. 

In changing the system 
now, however, the govern- 
ment is retaining the pur- 
cbaser/provider split, a key 
feature of the last reform. 
Which separates the purchas- 
ing or commissioning of care 
from its provision. Hospitals 
will remain free -standing, 
but from next April, with 


a new Commission for 
Health Improvement, will act 
as a form of NHS inspector- 
ate, checking that Trusts are 
indeed following best prac- 
tice. 

Meanwhile, national ser- 
vice frameworks will help 
set the pattern of services - 
as is already happening with 
cancer, for example, where 
the treatment of more diffi- 
cult cases is being deliber- 
ately concentrated in spe- 
cialist centres which have 
links with district general 
hospitals where more rou- 
tine treatment is provided. 
The aim is to use perfor- 
mance management 

At the same time, the NHS 
wiU, for the first time, have 
a single cash-limited budget 
for berth hospital and family 
doctor care, in place of sepa- 
rate pots for each. At least in 
theory, that should break 
down barriers between hos- 
pital, community and GP 
treatment making it easier 
to move care between the 
different settings as medical 
technology and patterns of 
service change. 

On all levels, according to 
Professor David Hunter of 
Leeds University's Nuffield 
Institute of Health, this is “a 
huge change of culture" and 
one which NHS managers 
say is being introduced at 
breakneck speed. 

In place of limited num- 
bers of like-minded groups of 
GPs banding together to pur- 
chase NHS care, all family 
doctors will have to become 
involved or have other GPs 
deride for them which ser- 
vices will be available 
where. 

Over time, the individual 
performance of doctors wfll 
come under much closer 
scrutiny. And over the lon- 
ger term the new system of 


lessor Trevor Sheldon, unto 
recently director of the NHS 
Centre' for Reviews and Dis- 
semination at York. That 
centre has been providing 
guidance to the NHS on 
whether treatments are clin- 
ically effective - work, for 
example, which has discour- 
aged health authorities and 
hospitals from performing 
D&Cs. tbe scraping of the 
lining of the womb, on 
women under 40 on the 
grounds that it offers no 
medical benefit. 

Under the government's 
plans, however, the new 
national institute will exam- 
ine not just whether treat- 
ments are clinically effective 
but. critically, whether they 
are cost-effective. Depending 
on tbe procedure and what it 
costs, the institute “might 
well decide that while a 
treatment is sometimes clini- 
cally effective, it is not cost- 
effective - and therefore 
that tbe NHS should not pro- 
vide it," Professor Sheldon 
says. Such issues could arise 
critically with costly new 
drugs such as Beta -inter- 
feron which appears to help 
a limited number of multiple 
sclerosis sufferers. In time, 
such derisions are bound to 
be the subject of serious con- 
troversy. 

These changes are part of 
a worldwide trend - seen in 
tbe US with the introduction 
of managed care - to make 
doctors more accountable for 
the treatments they provide 
in an attempt both to control 
rising healthcare costs and 
to improve quality. 

Chris Lovelace, bead of 
health for the World Bank's 
Europe and Central Asia 
region, says the shift away 
from overt competition to 
league tables and other mea- 
sures of quality and cost 


As with the introduction 
of the internal market, ‘it is 
leaping to a solution on the 
basis of not a lot of evidence 
that it will work", although 
“intuitively it makes a great 
deal of sense”. Given the 
quantity and the quality of 
the data needed to make 
such a system work well, 
however, Mr Lovelace is 
sceptical that it will save 
administrative costs. 

With this major redesign 
comes the government's 
drive to shorten the waiting 
lists for treatment - which tt 
allowed to explode as it 
came into office - and gener- 
ally to provide quicker 
access to care in a country 
that still spends less on 
health as a percentage of 
GDP than most other indus- 
trialised countries. The lat- 
est OECD figures (see 
graphic!, however, suggest 
that tbe UK's smaller health 
spend is now chiefly due to 
less private spending on 
health than to much small er 
public spending than in com- 
parable countries. 

“There’s a great deal of 
interest in the low cost of 
the NHS, bow that is 
achieved, and what it Is seen 
to buy," says Dr Richard 
Feacham, head of the World 
Bank’s health, nutrition and 
population programme and 
former dean of the London 
School of Hygiene and Tropi- 
cal Medicine. But given the 
rising expectations of health- 
care, “the question remains 
whether it is enough. The 
jury is still out on that". 

Nonetheless, the gap in 
total health spending 
between the UK and most 
other developed countries 
suggests a need either to 
spend more or "to increase 
the flow of private funds into 
the UK health system in a 


system was not only insol- 
vent, but might not be worth 
saving." 

They were saved, briefly, 
by the second world war. as 
government funds flowed to 
treat the ever increasing pro- 
portion of the population 
who became entitled to free 
treatment - first the troops, 
then child evacuees, bomb 
victims, war workers, and so 
on, until most of the popula- 
tion was covered. It was tbe 
war that demonstrated that 
the state could indeed run a 
national health service. 

But while there was now 
widespread agreement that a 
comprehensive service free 
at the point of use should be 
created, there was precious 
little consensus about how it 
should be funded and oper- 
ate. Huge battles were 
fought - not least with tbe 
British Medical Association 
and the voluntary hospitals 
- before Bevan, armed with 
the mighty majority that 
Labour's 1945 general elec- 
tion landslide had brought 
won his favoured course of 
nationalising all the hospi- 
tals, paying for the NHS 
from general taxation, and 
producing a deal that 
“stuffed the consultants' 
mouths with gold", reward- 
ing them with both a salary 
and the right still to do pri- 
vate practice. It was a key 
decision which meant they 
no longer only practised in 
places with enough wealthy 
patients to earn a living. In 
time it spread their special- 
ist skills right across the 
country - one of the most 
significant change s the NHS 
brought. It also, however, 
confirmed them as kings of 
the castle, and meant that 
the way they practised medi- 
cine. and their accountabil- 
ity for the resources they 
used, dfi' not come under 
serious challenge until a 
decade or so ago. 

Tbe NHS. as Rudolf Klein, 
one of its histor ians , has put 
it, was a triumph for the val- 
ues of rationality, efficiency 
and equity. But there are 



HeaKhy start an NHS delvery in the early days 


other values - differentia- 
tion rather than uniformity', 
responsiveness, self-govern- 
ment - all of which were to 
be expressed later in the ser- 
vice’s history. 

Its arrival uncovered a 
vast well of unmet need - 
women with prolapsed uter- 
uses. men with huge 
untreated hernias, massive 
demand for dental and opti- 
cal services. Within a year. 
Bevan himself was saying: “I 
shudder to think of the 
ceaseless cascade of medi- 
cine which is pouring down 


British throats at the pres- 
ent time." Early estimates of 
tbe cost of the service 
proved wildly optimistic. 
producing within a year its 
first great financial crisis. 
And medical advance pro- 
vided as big an immediate 
headache as it does today. 
Within its first 18 months 
new penicillins and other 
antibiotics were discovered, 
as was cortisone and tbe 
first muscle relaxants which 
belped transform surgery - 
All were initially expensive 
and difficult to fund. 


Within four years, the first 
(and so far the onlyi charges 
had been introduced - for 
prescriptions and dental 
treatment. It would be the 
mid lJ«0s before economists 
convincingly demonstrated 
that the NHS was indeed 
good value for money, and 
was if anything under- 
funded. rather thau a bot- 
tomless. money-consuming 
pit. But a noble goal - 
healthcare for all. regardless 
of the ability to pay - bad in 
any case already been deliv- 
ered. 


out gJpfcjgti. clinical governance has the “may be overstating the case way that does not distort 

varying potential not just to set pri- for what yon can achieve social priorities but does 

orities but effectively to simply by using comparative bring in extra resources". Mr 
ration care, according to Pro- performance". Feacham says. 


GPs and 


groups, led by 
nurses with input from man- 
agers and social services, 
yyfll commission NHS care, 
operating in the main, the 
government hopes, on lon- 
ger-term rather than annual 
contracts, with much less 

hfrfpi ace of relatively sim- 
ple price competition, har- 
tals will be benchmarked for 

their costs, and required to 
introduce 

nance" - demonstrating that 

their doctors follow best 
practice, using r 
procedures and drugs tl*t 
work and avoiding those 

Satdo not or are of dubious 

'^They will also be expected 
to start to measure the 
rnme or treatment against 
national standards. To help 
«?,pve that, a National 
j^tute for CJinical Excel- 
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MANAGED CARE - THE US MODEL • by Nicholas Timmins 

System 
heads back 
into crisis 


Corporate 
thinking is 
damaging a good 
idea and fuelling 
public revolt 

US healthcare is heading 
bads: into crisis. In the four 
years to 1996, health spend* 
fag was static at 13.6 per 
cent of GDP, and insurance 
premiums were relatively 
stable. Now they are on the 
rise again. 

Employers are facing 
demands for large single- 
digit and even double-digit 
increases in premiums for 
next year, and managed 
care, the engine that has 
delivered much of the cost 
containment that the US has 
achieved, is suffering from a 
huge public backlash. 

Managed care requires 
doctors and hospitals to pro- 
vide cover for a set sum for 
the patients they take on 
each year, giving them 
incentives to keep patients 
healthy and use preventive 
care to ward off fixture sick- 
ness. It limits patients to a 
given network of providers 
while guidelines and proto- 
cols are increasingly used to 
define what treatments are 
offered and excluded. 

That is in marked contrast 
to traditional US healthcare 


which meant paying a fee for In healthcare. 


The problem, according to 
Donald Light, professor of 
comparative health systems 
at Princeton University, is 
that rather than "clinical 
managed care", where the 
doctors define what is 
involved in high-quality, 
low-cost treatment the US 
has largely seen “corporate 
managed care" where cost- 
cutting business managers 
dominate the decision-mak- 
ing process. 

The result has been the 
tales of “drive-by mastecto- 
mies”. of mothers being 
barred from overnight stays 
after child birth, and 
patients with cancer and 
heart disease being denied 
specialist treatment- 

objective proof that man- 
aged care has damaged the 
quality of care overall is 
lacking. There is good evi- 
dence that in many cases it 
has improved it. But many 
medics, whose Income is 
restrained by the system, are 
in revolt. Dr Samuel Wells, 
director of the American Col- 
lege of Surgeons says doc- 
tors feel “intimidated" by 
the restrictions placed on 
their work, while Carmella 
Bocchino, vice-president of 
medical affairs at the Ameri- 
can Association of Health 
Plans, concedes that “the 
pendulum may have swung 
too Car” in restricting choice 



GW Health Plan’s advertising goes to the heart of Americans’ fears 
about managed cars - that business decisions and cost-cutting 
now dictate their healthcare 


for market share and the 
hard bargains employers 
have driven in recent years 


have caused the profits of managed care replaced. 


insurers and managed care 
companies to fall away 
sharply. Last year, less than 
37 per cent of health mainte- 
nance organisations (HMOs) 
were in profit, according to 
HCIA, a company that ser- 
vices and analyses the sec- 
tor, against more than 70 per 
cent in 1994. Even Kaiser 
Permanente, one of the 
established giants in the 
field, reported large losses. 

premiums rose on average 
between 3.3 and 4.7 per cent 
last year, two to three times 
the rate of inflation, and 
they are set to rise further. 
For next year a 10.75 per 


cent increase has been jobs which do not offer 
agreed for California state health cover. As a result, the 


each item of service deliv- 
ered with the patient's 
choice of physician or hospi- 
tal - a method of payment 
long criticised far encourag- 
ing over-treatment and a 
profligate use of resources. 

From 36 per cent of 
employees being covered by 
managed care organisations 
in 1993, the figure reached 85 
per cent last year. Managed 
care has also begun to make 
significant Inroads into 
Medicare and Medicaid, the 
publicly funded programmes 
for the elderly and the poor. 

In theory, managed care 
should offer effective treat- 
ment for a reasonable price. 


A rash of state legislation 
has already Imposed piece- 
meal restrictions on the lim- 
its managed care companies 
can set, pollsters say the 
alleged evils of the system 
are top of the public's 
agenda, and federal legisla- 
tion that would extend 
rights to see a specialist and 
contain other cost-increasing 
measures looks ever more 
likely. In the Ace of mount- 
ing criticism, plans have 
already moved with the 
political wind and begun to 
offer mare choice - which In 
turn has contributed to 
increased costs. 

At the same time, the fight 


and local employees, for 
example. 

Even some of the more 
conservative analysts such 
as Bichard Adams, the part- 
ner in charge of managed 
health at consultants KPMG 
Feat Marwick, are projecting 
average increases of 4.5 to 8 
per cent The fastest growing 
sector is now not HMOs. 
which in general offer the 
most managed form of care, 
but Point of Service (POS) 
bodies and Preferred Pro- 
vider Organisations (PPOs) 
which allow patients to 
choose doctors and hospitals 
outside a restricted network, 
though at a price of meeting 
some or all of the difference 
in cost “By definition." says 
Mr Adams, “these are less 
cost-controlled." They also 


numbers without insurance 
have risen from 3&n when 
President Clinton launched 
bis ill-fated attempt at 
healthcare reform in 1992 to 
more than aim an Increase 
which looks likely to more 
than offset the administra- 
tion's incremental attempts 
to extend cover to more chil- 
dren, those approaching 
retirement and people 
between jobs. 

Lois Quam. a senior execu- 
tive with United Healthcare, 
one of the biggest for -profit 
HMOs and a former adminis- 
tration adviser on healthcare 
reform, says it may take a 
recession to turn political 
focus away from choice in 
healthcare back to an inter- 
est in wide, reasonably 
priced access. 
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RATIONING HEALTHCARE ♦ by Nicholas Timmins _ — — 

An elusive compromise 


Capitalist and ' / 
socialist views 
on provision 
are seeking a 
middle ground 

Back in 1969 . before the fell 
of the Soviet bJoc and the 
market-like reforms to the 
New Zealand and UK 
national health servlets, 
healthcare around -the world 
ran across a spectrum, 
according to Dr Richard Fear 


often requiring doctors to 
share some of the financial 
risk of T treating their 
patients. It Is a change 
which, in those states where 
it has worked well, has 
shifted the US slightly closer 
to an NHS-type model with 
employers banding together 
to farm a large single pur- 
chaser in an area. 

. “What countries are seek- 
ing is seme elusive combina- 
tion at cost-containment, 
value for money, quality 
assurance and consumer sat- 


ebam, director of the World refaction," he says. The NHS 


represent an approach that 
begins to look more like the 
fee-for-service system which 


Bank's health, nutrition and 
population programme. 

At one extreme were the 
state-controlled, centrally 
rum general taxation rnqWii 
of the Soviet Union and east- 


reforms, he says - both the 
move to an internal market 
under the Conservatives, 
and the currant modification 
of that - have created “enor- 
mous global interest, not 


em bloc, paralleled in much just in other OECD countries 


Few doubt, however, that 
managed care is here to stay. 
As premiums rise again, Mr 
Adams says employers are 
likely to cut cover or shift 
more of the insurance costs 
to employees. “As the 
increase in premiums gets 
nearer to 10 per cent, 
employers will be looking 
again to reduce costs. That 
will make it much more diffi- 
cult for employees not to go 
into HMOs." 

Meanwhile, the strong 
economy may be putting 
mfiiinma of Americans into 
work, but many of them are 
entering low-paid service 


less extreme forms by the 
British and New Zealand 
approaches. At the other was 
the US, with a highly priva- 
tised system, with doctors 
and hospitals still in the 
main paid a fee for each item 
of service delivered. 


but also in middle and low- 
income countries." - 
There are key re f orm ideas 
now being being adopted 
and dismissed to varying 
degrees around the world: 

• the purchaser/provider 
splits, introduced in the UK 


“The big macro-trend since and New Zealand (where the 


then has been a search for 
the centre ground,” Dr Feti- 
ch am says. In the former 
eastern bloc, at varying 


commissioning body deckles 
what should be provided for 
good healthcare unencum- 
bered by direct respansibfl- 


xnous is now s global move- 
ment, says Dr Feacham. 
Poland and Romania among 
others are exploring the idea 
of giving doctors fa poly- 
cltocs fixed funds to pur- 
chase care on lines similar 
to GP fundholding. 

But as health systems 
attempt to find ways to per- 
suade doctors to deliver 
'more cost-effective health- 
care, there is always the 
background argument, even 
fa countries with the highest 
health spending; about bow 
to ration care - or at' the 
very least to limit it to what 
is known to work - amid 
continued spending pres- 
sures from an ageing popula- 
tion and Tnartinai advance. 

In the US, where Viagra, 
the impotence treatment, 
bag put the issue into sharp 
focus, insurers look with 
alarm at the potential devel- 
opment, for example, of 
memory -enhancing drugs. 

“You can see a day," a 
qpninr executive of one biff 
health maintenance organi- 
sation says, “when everyone 
past retirement age will 
want bo be on two out of 
three of Viagra, a memory 
anTmncing drug and hof- 


degrees of speed, more mar- ity for the hospitals and staff mane replacement therapy. 


ket-like approaches have 
been and are being adopted 
- to tbe extent fa some 
countries that the World 
Bank warned in 1995 that 
the treatment was at risk of 
killing the patient - while in 
the US managed care has 
seen the introduction of a 
system where doctors and 
hospitals are paid a fixed 
sum for treating patients, 
with the aim of improving 
prevention, reducing over- 
utilisation of services, and 


that win provide it); 

• the delivery of greater 
managerial and financial 
autonomy to hospitals with 
the risk of success car failure; 

• and the use of GPs as 
fundholders to purchase care 
on behalf of their patients - 
“the most innovative and 
pioneering Idea in the NHS 
reforms", according to Dr 
Feacham. 

The shift to waking for- 
merly directly managed pub- 
lic hospitals more autono- 


These may really enhance 
the quality of life. But they 
will be expensive and if 
everyone wants them they 
are not really an insurable 
risk. They are a predictable 
expense." Should health 
p lans cover them? The 
answer from Kaiser Perma- 
nente, the nation's largest 
HMO, has been no in the 
case of Viagra. The health 
plan says the drug is a 
“quality at life" treatment, 
not a medical necessity. 


In the early fa mid-19Ms. 
some countries such as Nfew 
Zealand, the Netherlands 
and Sweden attempted to 
tackle these and related 
issues by setting up commis- 
sions to recommend what 
should and should not be 
covered, fa the main, the:.’ 
found it relatively easy to 
agree broad principles, but 
then extremely difficult to 
apply them to individual 
treatments, not least 
because some patients can 
be argued to benefit from 
most treatments. 

“It proved seemingly 
impossible to draw up lists 
of what should and should 
□ot be included," says Chris 
Lovelace, head of health far 
the World Bank's Central 
Asia and Europe region, and 
former chief executive of the 
New Zealand health ministry 
“The approach becomes very 
value-driven and requires 
judgments about which both 
the public and politicians 
feel uncomfortable." 

The fashion now is to try 
to tackle the issue another 
way about, through evi- 
dence-based medicine. Tbe 
hope is that this will so 
improve the efficiency and 
cost-effectiveness of health- 
care that it will avoid hard 
decisions about what should 
be excluded. “There's an 
allure about that," says Mr 
Lovelace, although he 
stresses that over time there 
will be different views of 
what the evidence shows 
and new discoveries even in 
areas where there is consen- 
sus. “It is still probably one 
of the best routes to travel 
despite that, because it will 
improve the information on 
which decisions are made." 


CASE STUDY 


brazil 


The worst of both worlds 


Brazil's health services not 
only face all the problems or 
a developing nation - they 
must deal with those of a 
developed economy, too. 

The enormous diversity of 
an enormous country, with 
one of tbe greatest income 
disparities in the world, 
presents Brazil with the two 
extremities of social Ills. 

In common with 
developed countries, Brazil 
has to cope with an ageing 
papulation and modem 
ailments such as stress and 
heart disease. As part of a 
developing economy, the 
government feces 
challenges of inadequate 
housing and sanitation, and 
the continuing battle 
against diseases like dengue 
fever, tuberculosis and 
meningitis. 

But critics of the current 
health system say the 
biggest challenge ft feces is 
the need for complete 
restructuring. 

The Single Health System 
(SUS) laid out in Brazil’s 
1988 constitution - written 
in the aftermath of military 
rule - owes much to the 
UK's NHS. It Is designed to 
provide publicly funded, 
universal healthcare, free at 
the point of delivery. 

It fells to do so for a 
number of reasons. Among 


them is a lack of political 
continuity. 

Vast numbers of public 
Jobs axe bn the lap of 
politicians. A British prime 
minister makes about 100 
appointments on taking 
office. A Brazilian president 
makes about 17,000. 

The biggest problems, . 
thongh, concern funding. 
Some 70 per cent comes 
from federal government, 
with states and 
municipalities providing tbe 
rest. Uncertainty over how 
the federal welfare pot will 
be shared makes long-term 
planning all but impossible. 

Fraud and efficiency are 
widespread. Eugenio Vilapa, 
of the School of Public 
Health in Belo Horizonte 
and a former consultant to 
the World Health 
Organisation, says between 
30 and 40 per cent of all 
hospital admittances are 
unnecessary ot avoidable. 

He blames much of the 
waste on the feet that Brazil 
has no system of general 
practitioners, which he says 
would deal with up to 90 per 
cent of all cases at the firm 
point of contact 

Instead, by maintaining 
an inefficient public system 
and allowing unregulated 
growth of a parallel 
“supplementary’' system. 


Brazil has developed a 
two-tier structure which 
satisfies only those for 
whom expense is no object 

On one tier is the SUS, 
catering in theory for about 
three-quarters of Brazil's 
’ 160m population. Total 
spending ftk year is 
■ estimated at between 
RfaObti and K$25bn (about 
USglTbn to USSZlbn). 

On the other is private - 
care, provided by health 
Insurance and groap health 
companies. These cater for . 
about 40m people: about 
10m upper and middle-class 
individuals on private 
schemes, with the 
remainder largely made up 
of trades union members at 
big public and private 
sector corporations, 
Spending by this sector is 
estimated at RgiTbn. 

-Paulo Elias, of the 
department of preventive 
medicine at SSo Paulo 
University's faculty of 
medicine, says the biggest 
challenge for the 
government is to reconcile 
the public and private 
sectors. 

But recent health 
legislation continues to 
treat the public and private 
sectors in each case as if the 
other (fid not exist 

Mr Elias sees some hope 


in the recent appointment 
to the health ministry of 
Jose Serra, a close all)’ or 
Fernando Henrique 
Cardoso, Brazil's president, 
and the first heavyweight 
politician to hold the job. 

One positive move is a 
scheme to pass 
■ responsibility for primary 
sendees to municipal level, 
although administrative 

disorganisation coaid make 
this ineffectual. 

A serious threat, however, 
is posed by the entrenched 
power - political and 
otherwise - of those selling 
services to the SUS. Mr 
Serra has made plain his 
aim to end the so-called 
hospital mafia in Rio de 
Janeiro, and has received 
death threats as a result 

Mr Vilapa says Brazil has 
inadvertently copied the US 
system when it meant to 
copy the UK's. He says the 
key indicator is the 
percentage of health 
spending contributed by the 
public sector. In Brazil it is 
about 42 per cent, slightly 
less than the 44 per cent in 
the US. In the UK it is 85 
per cent (see chart. Page 1). 

“What you have in Brazil 
is apartheid in health 
provision be says. 

Jonathan Wheatley 


CASE STUDY 


JkMith.Aftjca? 


Committing an act in haste? 


Name: ; 

Job title: 

Company name: 

Address: * 

Telephone: 

Fax: 

Marketing Code: 23597A 

Please return to FT Healthcare, 149 Tottenham Court Road, London, W1P 9LL, UK 
Fax: (+44) (0) 171 896 2449 Tel: (+44) (0) 171 896 2409 

For further information visit our website: http:Wwww.fthealthcare.com 


When Dr Nkosasana Zuma 

was appointed, the first 
minis ter of health in South 
Africa's new Government of 
National Unity, the ruling 
ANC had high hopes of 
ridding healthcare of its 
apartheid past and 
delivering affordable 
medical services to alL 

Backing up its election 
promise, the ANC in 1994 
made its first move by 
introducing free primary 
healthcare for pregnant 
women and chil dren under 
the age of six. Dr Zuma's 
zest for urgent reform led to 
this being extended to all 
South Africans in 1996 - 
immediately precipitating a 
crisis. In one example, clinic 
attendance leaped 35 per 
cent But with increased 
waiting times, irregular 
drug supplies and low staff 
morale, as many as 200 
patients a day had to be 
turned away. 

Indeed, most of Dr Zuma's 
attempts to steamroller 
well-meant reforms have 
floundered through, lack of 
consultation and excessive 
haste. 

fa particular, her drive for 
a National Health System - 
the cornerstone of the 
ANCs Health Plan, ' 
published In 1994 - has been 
staBed on numerous 
occasions. It remains stuck 
at draft number 10 - 


various interest groups, 
including the trade unions, 
axe still opposing the idea of 
an “employer/empl o yee" 
payroll levy of around 4 per 
cent 

Legislative changes 
proposed by the health 
minis try have also 
experienced a tortuous 
passage with many 
parliamentary bills being 
withdrawn, redrafted and 
rescheduled along the way. 
Probably toe mast 
controversial was the 
Medicines and Related 
Substances Control 
Amendment BiH, finally 
passed in June 1997, after 
having being withdrawn on 
two previous occasions. Is 
aiming to reduce the costs 
of medicines, the Act allows 
for the parallel import of 
drags, generic substitution, 
and the prohibition of the 
practices of “bonosing and 
Sampling" fa the marketing 
of drugs. It was enacted 
despite objections from 
virtually every quarter, 
including Merck, the US 
pharmaceuticals group, 
which put on hold Baton of 
investment, and threatened 
to withdraw from the 
country altogether. 

Away from the law house 
and back on the ground, 
there are still serious 
concerns over tbe 
prevalence of infectious 


diseases. There are some 

160.000 cases of tuberculosis 
each year, leading to 3,000 
deaths; South Africa Is 
experiencing the most 
severe malaria epidemic in 
recent times with over 

20.000 cases annually: and 
in one district 42 per cent of 
school children were 
diagnosed with Btiharzia. 

The most serious health 
concern is, of course. Aids. 
Dr Zuma told parliament in 
March 1998 that L500 South 
Africans were being 
infected with HTV every day 
- a rate almost four times 
that of 1993. There are now 
2.4m people infected with 
HTV, or 6.3 per cent of the 
population, if the epidemic 

is not reversed it will cost 

the country 1 per cent of its 
gross domestic product by 
the year 200S. 

It is dear from the 
government’s Intention to 
proceed with its Medical 
Schemas Amendment Bill 
that the private sector wiD 
be strong-armed into a 
serai-nationalised system. 

At present the authorities 
have gone some way to 
meeting the basic 
healthcare needs of the poor 
and indigent As for the 
middle to ttoper-ipcome 
earners, the medical 
schemes industry, through 
new m anaged healthcare 
programmes and medical 


savings accounts, has made 
rapid progress towards 
meeting their needs. 

However, Dr Zuma is still 
left with the millions in tbe 
middle - they have the 
wages but don’t have access 
to healthcare outside the 
state system. This may still 
be addressed through a 
form of National Health 
Insurance. But in the 
meantime, she wants to 
reduce the number of those 
depending directly on the 
state by coopting the 
private medical schemes 
industry into its public 
healthcare reforms. 

Dr Zuma says she wants 
to prevent the Humping of 
had risks on to the state 
through selective rating. 

She also wants to “avoid the 
proliferation of 
unrealistically low benefit 
packages that are quickly 
exhausted", a point at 
which a private hospital 
would turf a patient out 
into stale services for 
continuation of treatment 
It may be nationalisation 
through the backdoor. But, 
with little over a year left 
before the country's next 
general election in 
September 2999. the 
government is impatient to 
show the results of its i9W 
election promises. 

Nigel Benetton 
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Sweden 


Far from no worries 




New Zealand 


Since 1985. New Zealand's 
health sector has undergone 
a series of radical reforms 
which have pleased ncwme: 
consumers, the government, 
hospital administrators, doc- 
tors and medical practitio- 
ners are all dissatisfied. 

Today an uneasy truce 
exists between those «*>irinp 
further financial and struc- 
tural reforms, a suspicious 
general public, and a coali- 
tion government wary of 
promoting- further unpopular 
changes. 

The issues are complicated 
by deep ideological differ- 
ences. On one side are pow- 
erful administrative officials, 
many of whom appear wed- 
ded to imposing funding dis- 
ciplines . and competition 
between healthcare provid- 
ers. On the other are those 
seeking to adopt more prag- 
matic. flexible solutions. 

Present tensions arose last 
year following the election of 
the National -NZ First coali- 
tion government. Policy 
changes removed the com- 
petitive profit focus set up 
by the previous National 
government changing it to a 
stated emphasis on co-opera- 
tion and collaboration 


between providers pur- 
chasers. However, the coali- 
tion agreement also contin- 
ued the internal market 
structure set up in the early 
2990s by the previous 
National Government. A 
revised funding structure 
saw the appointment of for- 
mer Treasury chief Graham 
Scott to head a powerful sin- 
gle funding body to be inde- 
pendent of the Ministry of 
Health. Mr Scott Is a staunch 
advocate of competition, and 
his organisation, the Health 
Funding Authority, has con- 
siderable discretion about 
how ft operates and the ser- 
vices it provides. 

Inevitably his organisation 
has run into conflict with 
the Ministry of Health about 
the way it issues money to 
hospitals and other health 
providers. At times, this has 
led to signs of stress with 
the health miniatm* Bill 
English (a former Treasury 
official who worked under 
Mr Scott) and other govern- 
ment MPs over spending »na 
competition issues. Mr 

English, Ufo» Mr mtnigfprinT 

predecessors in both the 
reforming Labour and 
National governments, is 
finding that political issues 
are never far from the health 
debate. 


Media attention to prob- 
lems of hospitals being 
forced to cut back base ser- 
vices because they have run 
out ctf money - as happened 
to Wellington Public Hospi- 
tal in May - are proving 
worrying to a government 
with a one-seat majority that 
feces elections in 12 months' 
time. A recent by-election 
showed that the issue of 
public healthcare - espe- 
cially the idea of closing 
down local hospitals - was a 
big worry for voters, and an 
area of considerable vulnera- 
bility for the government’s 
re-election hopes. 

Constant re fo rm s mvf cut- 
backs in healthcare over the 
past 13 years, with the stated 
aim of introducing efficien- 
cies and saving money, have 
not been well accepted by 
the public. In part, this is 
because the need for drastic 
action tends to have been 

pOOtly wx plnjnod, and many 

people still embrace the 
“cradle to file grave” philos- 
ophies introduced in the 
1930s by the first Labour 
government. For nearly 50 
years New Zealanders prided 
themselves on being the 
world’s first free market 
economy to provide tax- 
funded universal health ben- 
efits, offering both free hos- 



pital care and visits to the 
doctor. 

However, Britain's entry 
to the Common Market sig- 
nalled leaner times for the 
once prosperous New Zea- 
land economy, and from the 
earl; 19703 calls to contain 
health spending began to 
mount Action by successive 
gover n ments led to growing 
waiting lists for hospital 
treatment, higher charges 
for doctors' visits and pre- 
scriptions, and sweeping 
changes in hospital manage- 
ment There has also been 
dramatic growth in member- 
ship of private health insur- 
ance schemes, some of 
which, like the biggest 
Southern Cross, operate 
their own hospitals. How. 
ever, faced with the need for 
urgent, and more complex 
life-saving treatment, almost 
all New Zealanders still 
depend on a publicly funded 
health system. 

Same, often minor, subsi- 
dies and benefits still exist 
for medical prescriptions, 
doctors' visits and child- 
birth, while treatment for 

ohilltrtm i mite r cit fe free, a 

concession arranged by the 
coalition government Treat- 
ment for accidents is nor- 
mally paid by the state- 
owned Accident Compensa- 
tion Commission. Opinion 
polls suggest that the public 
believes healthcare f unding 
has bean* trimmed bard, 
pointing to long waiting lists 
in public hospitals. Yet the 
opposite is the case. 

The sweeping changes - 
aggressively promoted by 
Finance Minister Ruth Rich- 
ardson in the “mother of all 
Budgets” in 1991 - have 
failed to save the govern- 
ment any money. 

Politicians seem to have 
become wary of the unpopu- 
larity of handling the health 
portfolio, faced with an elec- 
torate that Is deeply suspi- 
cious of government spend- 
ing squeezes. Given the 
imminence of the next elec- 
tions, the present govern- 
ment will attempt to mark 
time. A new wave of change 
could come after the next 
elections. Political observers 
suggest that if the Labour 
Party wins it could adopt 
some of the reforms being 
implemented by the UK’s 
Labour government 


Sweden has developed one of 
Europe’s most extensive 
internal markets in public 
healthcare, but with mixed 
financial and eimfeai results. 

Of the country’s 23 coun- 
ties, almost all have intro- 
duced the purchaser/pro- 
vider system in some form. 
In all but five, however, its 
application remains severely 
restricted - to areas such as 
laboratory functions or 
screening, for example - unJ 
practitioners remain divided 
over its efficacy. 

In most Swedish counties, 
the internal market was 
Introduced experimentally 
and involved - to varying 
degrees - the implementa- 
tion of frame budgeting, 
profit units, performance-re- 
lated payments, increased 
options for patients and pri- 
vatisation of internal and 
external units. 

Its introduction was 
prompted by concerns of 
poor cost controls and a 
growing public outcry over 


hospital waiting lists. In the 
late 1980a and early 1990s 
that led. in turn, to decen- 
tralised economic responsi- 
bility for Sweden's SKr85bn- 
SKrSObn health budget 

Hospitals were encouraged 

to launch patient-oriented 
cost accounting, while coun- 
cils devised steering systems 
to oversee fair distribution 
of health spending and costs. 

But senior health officials 
say it has been hard to 
detect significant differences 
in fiie performance of those 
counties that adopted pur- 
chaser-provider systems in 
all areas, and those that 
merely dabbled with it. 

Nina Renqvist. deputy 
director general of the 
National Board of Health 
and Welfare, says: "We have 
ended up with a hybrid sys- 
tem that shows little differ- 
ences between counties rely- 
ing on traditional healthcare 
provision and those with 
purchaser/providers.” 

Since internal markets 
were first introduced in 1991, 
two medical authorities have 
abandoned the model. Oth- 


ers, meanwhile, have devel- 
oped the idea to suit the 
demands of local health 
practitioners, many of whom 
did not wont to assume the 
financial responsibility 
expected of purchasers. 

Roger Molin, senior admin- 
istrator at the National Asso- 
ciation of County Councils, 
says that Sweden has 
emerged with a modified sys- 
tem in which county council 
officials - more cost-driven 
than in the past - purchase 
primary care and hospital 
care separately. 

"We found that most pri- 
mary carers did not want to 
be purchasers," he says. 
“The interna] market was 
not as successful as we had 
hoped in terms of lowering 
costs, and we have ended up 
with a half-way bouse.” 

Proponents of the internal 
market Systran, launched in 
Stockholm County in 1991, 
argue forcefully that it has 
lowered costs at a time when 
patient volumes are increas- 
ing - thereby delivering a 
real rise in productivity. 

But care agreements 


between buyers and sellers 
have attracted heavy criti- 
cism. Bo Jardin, director of 
primary care at the National 
Board of Health and Welfare, 
is concerned that the con- 
tracts rarely specify quality 
as well as cost criteria. And 
few of the contracts have 
any leeway to accommodate 
overspending if patient vol- 
umes exceed expectations. 

In the wco-st examples of 
the internal market’s fail- 
ures, he claims principles of 
equality of care are being 
jeopardised. Contracts nego- 
tiated by purchasers might 
offer IVF treatment in some 
areas, but not in others. 

“It is even more worrying 
when you look at the fee for 
service agreements,” he 
adds. “Doctors are so con- 
cerned about fulfilling the 
fee requirements that they 
are providing healthcare 
that is not always needed.” 
Mr Molin concurs: “When 
you give small units reason 
to perform more operations, 
they will do it.” 

Tim Burt 


i can put paM to guarantees of care from credle to grave 


Terry Hall 


PRIMARY CARE • by Chris Ham 


Of primary concern 


GPs seem now to 
be providing a 
money-saving 
first-stop shop for 
quality care 

Studies of health sendees in 
different nations have dem- 
onstrated that countries 
with a strong primary care 
orientation achieve better 
outcomes at Iowa 1 cost The 
clearest evidence of this 
comes from research into file 
performance of health ser- 
vices in 11 countries in the 
1980s which highlighted a 
close correlation between 
the emphasis placed on pri- 
mary care on the one hand 
and benefits for the popula- 
tion on the other. 

This conclusion emerged 
from a comparison of the 
characteristics of primary 
care in a number of western 
industrialised countries. 
Core features of primary 
care included whether 
access to specialists was pri- 
marily by referral from_pri- 

mary care, the extent to 
which primary care prowl- 
ers and patients developed a 

relationship, over time, toe 
comprehensiveness of ser- 

Sees available in primary 
ST and the existence of 

formal mechanisms for cw - 

^ting the work rfpMgy 
^ doctors and 


lation health outcomes, 
healthcare spending the 
use of pharmaceuti ca ls, it 
was possible to show that 
those systems that gave pri- 
ority to primary care 
achieved better results than 
those that did not. 

Research of this kind helps 
to explain why recent health 
reforms around the world 
have sought to strengthen 
the position of primary care 
in the provision of health 
services. Faced with increas- 
ing demands and con- 
strained resources, both pub- 
lic and private funders of 
health services have 
attempted to shift the bal- 
ance away from hospitals 
and specialists towards the 
community. Examples 
indude the policy adopted in 
the UK of developing a “pri- 
mary care led NHS”. the so- 
called house doctor reforms 
in Sweden, the drive towards 
managed care in the US, and 
the encouragement given to 
primary care under the New 
Zealand health reforms. . 

Behind all time, initiatives 

Has recognition not only that 
effective primary care helps 
in the containment of 
escalating healthcare casts 
but alto that patients and 
the public may be better 
served by doctors and nurses 
with whom they develop a 
long-term relationship and- 
who are naturally seen as 
the first point of contact 
when assistance is needed. 
The organisation of primary 
care to the UK is widely per- 
ceived as a model in this 
respect and. had been studied 


Se ^rch also s^*d 
Sd^to which prhnary 
2re was temUy-cantrad and 

“StSS'd^nstratod 

-t-rtme. primary care orwn- 

vT fhg other extreme were 
Entries like the United 

SHU Germany and ^^' 

and 

Sl0 n. ovv ^ were onions amucDoos n 

CaD ? d /in the middle of the systems where direct access 
located m to specialists is a big cost 


the existence of other mod- 
els of primary care should be 
recognised. Outside the UK. 
it Is not uncommon for the 
first paint of contact to be 
specialists (for example pae- 
diatricians} for some forms 
of primary cere and also for 
nurses to take on many of 
the functions of general 
practitioners. Patient regis- 
tration with family doctors 
is also relatively unusual. 
Indeed, the emergence of pri- 
vate primary care centres 
alongside NHS provision 
suggests that for at least 
some patients the much 
vaunted family doctor sys- 
tem in the UK has weak- 
nesses as well as strengths 
and may be subject to more- 
questkmtog in the future. 

Variations to standards of 
primary care must also be 
recognised. In no country 
are standards uniformly 
high and everywhere there 
are moves to improve qual- 
ity and ensure the more 
equitable provision of ser- 
vices. In. circumstances in 
which good medical care is 
o ften most available where it 
is least needed, to quote 
Julian Tudor Hart’s inverse 
care law, aligning services 
mare closely with need is a 
high priority. One response 
has been to develop new 
forms of provision to reach 
those parts of the population 
that have not been reached 
by traditional models of pri- 
mary care. 

A current example from 
the UK is the introduction of 
pilot schemes under the 1997 
'Primary Care Act The provj- 


by policy-makers from other ' slons ‘ of the Act enable 


countries seeking to 
strengthen the primary care 
orientation of their health 
services. Not least, the rale 
of general practitioners as 
gatekeepers between 
patients and specialists has 
obvious attractions in those 
access 


ran® 6 - amimi to data on pah- driver. 

^ Yet 

v 


this point 


health authorities and 
healthcare professionals to 
test out innovative 
approaches to primary care 
provision Including nurse- 
led schemes and projects to 
which family doctors are 
employed as salaried staff 
rather than independent con- 
tractors. Similar develop- 
ments can be observed in 
New Zealand, particularly to 


areas where improving 
access to primary care to 
Maori and minority groups 
Is serai as a priority. 

In future, patients them 
selves will increasingly 
expect to be partners to deri- 
sions on treatment The 
greater availability of infor- 
mation through the Internet 
and other sources signals 
the beginning of the end of 
medical paternalism and a 
move towards treatments 
being negotiated rather than 
handed down. This has sig- 
nificant implication s far the 
style of medical practice as 
doctors and nurses spend 
more time with patients and 
learn to communicate in dif- 
ferent ways. 

Implementing these 
changes will only be possible 
if patients and families are 
willing to take on more 
responsibility for their care. 

"Demand management” Is 
mi> of the catchphrases to 
the healthcare reformers’ 
vocabulary and signals a 
future in which self-care will 
be encouraged. The estab- 
lishment in a number of 
countries of telephone hel- 
plines, often staffed by 
nurses, is oik manifestation 
of this bend; the emphasis 
given to the extended role of 
pharmacists Is advising 
patients on treatment 
options is another. 

The result will he even 
greater variety to how ser- 
vices are provided and to the 
contribution of different 
partners. The unanswered 
question is whether the rise 
of consumerism will funda- 
mentally undermine the core 
features of primary care or 
enable these features to be 
adapted to the new mlltean- 
imh. Put another way, will 
policy-makers seeking value 
for money in healthcare pre- 
vail over rapidly changing 
social attitudes? 

Professor Chris Bam is direc- 
tor of the Health Services 
Management Centre at the 
University cf Birmingham 


1 


Market forces in moderation 


The Netherlands 


Opening up the market for 
home care was meant to 
have been one of the health 
policy achievements put in 
place by the centre-left 
Dutch coalition before its 
first four-year term ended 
this spring. New operators 
were allowed in from last 
year, but by November the 
government had moved to 
halt the scheme. 

The reason for tins was 
tha t, among other things, 
practice showed the new- 
comers were above all tar- 
geting the exploitation of the 
more profitable parts of 
home care," Els Borst, 
health minister, told parlia- 
ment. 

It was the latest to a series 
of retreats during the 1990s, 
indicating the difficulty of 
introducing commercial ele- 
ments to a health service 
which by consensus needed 
to retain the hallmarks of 
equal and universal cover- 
age while holding down 
spending. 

Private providers will get 
no further chance to offer 
home care services until 


2001, now that the govern- 
ment has returned responsi- 
bility for home care to the 
country’s special fond cover- 
ing exceptional and 
long-term health costs. All 
residents of the Netherlands 
are required to contribute to 
this fund, (me of the manda- 
tary aspects of a mixed sys- 
tem which accords insurance 
companies a large role to 
covering the health needs of 
the financially better-off. 

To be eligible for this 
potentially lucrative income, 
insurers have to accept 
severe restrictions on their 
own ability to select their 
business. 

Premiums are capped and 
they are obliged to offer 
cover to anyone who wants 
it, no matter the individual 
risk they perceive 

Wim Groot, professor of 
health economy at the Uni- 


te insure themselves do so 
because they suspect they 
will need the cover. 

In one of Europe's most 
rapidly greying societies, a 
rise in the cost of medicines 
was last month causing diffi- 
culties for coalition parties 
trying to form a new govern- 
ment after the general elec- 
tion in May. Their public 
spending plans were seeking 
to place a greater emphasis 
on reducing waiting lists and 
boosting Jobs and pay to a 
sector struggling to keep 
qualified staff. 

Over the 10 years to 1995. 
healthcare costs rose from 
IS per cent of GDP to 8.8 per 
cent The rate of increase 
was not rapid by European 
standards. And outlays on 
prescription pharmaceuti- 
cals are still strikingly 
low. 

A British study last month 


varsity of Maastricht, said to * showed that the system 


his inaugural lecture last 
month: "The relationship 
between insurer and suppli- 
ers of healthcare can be 
described as a trade-off 
between efficiency in pro- 
duction and adverse selec- 
tion l” That phenomenon sug- 
gests that those most likely 


spends more per capita than 
the UK to achieve similar 
results as measured by 
infant mortality and male 
life expectancy. But if the 
degree of satisfaction among 
users of the health service is 
measured against what it 
costs per head, the Nether- 


lands emerges with the best 
rating of several countries 
against which it has been 
benchmarked. These include 
the UK as well as Germany, 
which operates a similar sys- 
tem of compulsory insurance 
for those below a specified 
income. 

Nearly a third of the 
Dutch population is pri- 
vately insured - three times 
the German proportion - 
and fees are charged per ser- 
vice, But private medical 
care, as it is understood in 
the US and UK. does not 
exist. A state-licensed gen- 
eral practitioner must refer 
anyone who wishes to see a 
specialist, and the govern- 
ment determines doctors' 
incomes. 

Previous attempts to intro- 
duce managed competition 
across the healthcare spec- 
trum foundered, and many 
policymakers now urge a 
more piecemeal approach. 
This would leave intact both 
the general sickness fond for 
the lower paid, and the spe- 
cial fond to which responsi- 
bility for home care has just 
been returned. 

Gordon Cramb 


If bills for the dentist, optician and 
physiotherapist keep your staff awake at night, 
it’s not just their health that could suffer 



HSA is the No.l health care cash 
benefits plan, acknowledged by 
successful companies as being a 
vital part of their corporate health 
care scheme. 

HSA is not private medical insurance. 

HSA provides tax-free cash payments 
towards everyday health care 
costs including 

dental, optical, 
physiotherapy and 
hospital in-patient. 

20 cash benefits - 
whether treatment is 
NHS or private. 


HSA is popular with employees because 

* it helps take away the worry of bills for 
regular health treatments 

* just one affordable, regular payment 
covers their partner and children for all 
the benefits 

■ its a mutual and non-profit making 

* claims are usually paid within three days. 

For more information 



Crown Plan 
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CALL FREE 
0800150150 

or email us at 
sales@hsahealthcare.org 


HSA Healthcare - it pays to join. 


CM 1037 







30 


★ 


financial TIMES 


THURSDAY JULY 2 199ft 


INTERNATIONAL CAPITAL MARKETS 


Prices rise on signs of US slowdown 


Lehman 

launches 


GOy^NMEI^ BONDS 

By Jeremy Grant in London 
and John Labata in Now York 

European prices ended 
higher yesterday. lifted by 
figures pointing to slower US 
economic growth in the sec- 
ond quarter, but analysts 
said they could lurch down- 
wards If Japan produced a 
solid package to resolve the 
crisis in its financial sector. 

News that Tokyo had 
approved the framework for 
a "bridge bank" plan to 
solve the debt overhang 
depressed prices in early 
trade. That was interpreted 
as a sign that Japan may be 
getting its financial house in 
order, which could suck 
“safe haven" funds from 
bond markets, analysts said. 

However, prices bounced 
back to end higher after the 
US National .Association of 


Purchasing Managers' 
(NAPM) index slipped below 
50 points, a level that points 
to economic contraction. 

The US Federal Open Mar- 
ket Reserve Committee yes- 
terday chose to leave rates 
unebanged- 

Tokyo is expected to 
decide on details of its 
bridge bank framework 
today. David Keeble. bond 
analyst at Credit Suisse First 
Boston, said bond sentiment 
could turn if the package 
proved far-reaching. 

“The real point of this 
package is that if it places a 
bung in the Asian problem - 
preventing it seeping 
through to China and else- 
where in Asia again - the 
front ends of some of the 
euromarkets will suffer," Mr 
Keeble said. 

US TREASURIES main- 
tained their strength in early 
afternoon trading after the 


release of the NAPM report, 
with the benchmark 30-year 
bond gaining '.4 to 107£, 
sending the yield down to 
5.613 per cent 

The 10-year note was up V* 
to 101£, yielding S.413 per 
cent while the two-year note 
climbed £ to 90S. yielding 
5.425 per cent 

Traders appeared to be 
paying less attention to cur- 
rency issues, which have 
dominated in recent weeks. 

“I think we've largely 
decoupled from the doilar- 
yen," said Richard Gilhooly, 
international bond strategist 
at Paribas Capital Markets 
in New York. "The percep- 
tion is that the Japanese are 
going to do something pretty 
serious to bail out the bank- 
ing system.” 

Today sees the release of 
the latest US employment 
report with traders likely to 
focus on its average earnings 


component This is taken as 
a guide to Inflationary risks. 

The NAPM report's main 
index for June fell to 49.6 
from a 51.4 reading in May. 

That sparked fresh debate 
on the extent of the Impact 
of the strike at General 
Motors on the economy. 

Ian Shepherdson, chief 
economist at HSBC Securi- 
ties, believes the strike has 
been a considerable factor. 
"They've laid people off and. 
perhaps more importantly, 
their suppliers are laying 
people off,” he said. 

UK GILTS traders 
remained focused on pros- 
pects for another interest 
rate rise when the Bank of 
England's monetary policy 
committee meets next week. 

The September 10-year gilt 
future settled up 0.07 points 
at 108.75 in volume of 57.000 
contracts. The spread 
between gilt and bund yields 


in the cash market narrowed 
one basis point to 118 points. 

Economists say market 
participants are nervous 
because an interest rate rise 
appears less likely than it 
was a week ago. given fur- 
ther evidence of UK manu- 
facturing weakness. 

"The risk that the Bank 
would run if it hikes again is 
that it's gilding the lily; 
being too heavy handed at 
the end of the (growth! cycle 
and exacerbating the slow- 
down that was already com- 
ing," said Joanne Collins of 
Daiwa Europe. 

GERMAN BUNDS were 
pushed higher by US Trea- 
suries. with the September 
10-year bund future settling 
up 0.07 points at 108.43. 

Bundesbank council mem- 
ber Klaus-Dieter Ruehbacher 
said he saw no reason to 
raise interest rates before 
the end of August, if at alL 


British Columbia 
raises DM750m 


INTERNATIONAL BONDS 
By Edward Luce 


British Columbia returned to 
the D-Mark sector for the 
first time since 1986 with the 
intention of establishing a 
broad investor base in 
advance of European mone- 
tary union. 

The Canadian province's 
DM7a0m bond follows a 
□umber of offerings by high- 
profile borrowers in D-Marks 
over the last two or three 
months. “The D-Mark is still 
more popular than the euro 
as the currency of choice in 
advance of Emu," said one 
banker. 

About 35 per cent of the 
12-year bond was distributed 
to German investors, with 
most of the rest going to big 
institutional accounts in 
France and other European 


countries. Deutsche Bank, 
joint lead with Merrill 
Lynch, said the pricing com- 
pared to the yield spread on 
benchmark issues by Ger- 
man states. 

At a yield of 36 basis 
points over the 10-year 
German government bond, 
the province provided a 
pick-up of just two or three 
basis points over its German 
counterparts. 

“There is really strong 
investor appetite to diversify 
at the longer end of the 
curve in D-Marks." said one 
banker. 

In spite of the continued 
popularity of the D-Mark, 
Japan's EXPORT IMPORT 
BANK yesterday issued a 
five-year benchmark in the 
future single currency. 

The offering, the first sov- 
ereign paper in that matu- 
rity in euros, was priced 
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quite expensively in relation 
to the trading level of Exim’s 
dollar benchmark. However, 
on a swapped basis the dif- 
ferentia] was only about four 
basis points, reflecting the 
wide swap spreads in the 
dollar market at present. 

The issue, which was lead- 
managed by Paribas, was 


priced to yield 20 basis 
points over the benchmark. 
Officials said it achieved rel- 
atively even distribution 
across Europe. 

SAXONY ANHALT will 
become the first rated Ger- 
man state to issue a bond 
today in a DM2bn offering. 
Bankers say the issue, which 


is rated Aa3/AA minus, will 
be targeted heavily at Asian 
buyers, many of whom are 
barred from buying unrated 
paper. 

CHINA is to issue a $lbn 
10-year bond when condi- 
tions permit. The offering 
will be lead-managed by 
CSFB and Goldman Sadis. 


European 
bond index 

By Stamm Davies 


Lehman Brothers has joined 
the battle of the bond indices 
with the launch of its Euro- 
Aggregate index, which will 
track the performance of 
6,882 bonds denominated in 
Ecus, euros or European 
monetary onion currencies. 

t - pitman is a dominant US 
broad bond index provider, 
but Merrill Lynch has 
already launched its Emu 
Broad market bond index, 
and J. P. Morgan, Morgan 
Stanley and Salomon 
Brothers are expected to fol- 
low suit. 

Competition is unlikely to 
become as intense in bands 
as it is in the equity market. 
Bond indices are marred by 
the lack of transparency in 
the market, leading to poten- 
tial for manipulation. 

Indices might include 
bonds that are rarely traded, 
so prices are merely indica- 
tive. As a result, they have 
not become the basis for 
exchange-traded derivatives, 
although they are used in 
the over-the-counter market. 

The Euro- Aggregate index 
includes only investment 
grade bonds. It incorporates 
all corporate bonds with a 
value of at least ElOOm and 
Treasury securities with a 
value of at least E500m. The 
value of securities in the 
index is E3,679bn. 

At present, the index is 
heavily skewed towards sov- 
ereign bonds, or bonds 
issued by agencies that are 
government owned or guar- 
anteed. These account for 67 
per cent of the index. 

Moreover, 76 per cent of 
the corporate bonds are 
rated either AAA or AA. 
compared with 23 per cent 
for Lehman's US Aggregate 
index, reflecting the undevel- 
oped nature of the European 
corporate bond market. 
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international bonds 


First-half issuance up 
30% to more than $534bn 

I T,otfnnal bond issuance rose by more than 30 per cert h 

first half, me market was dominated by bor- 
rowers from developed countries. rnii .^- . . 

The volume of offerings from rTthTISf rf 

and companies dropped sharply m 
the Asian financial crisis and the ^^^f**°**™ 
attacks on Russia and other emerging market currencies. 
“S^lhSng currencies, only rhe D-M»*end 
euro saw their proportion of total issuance msrease inme first 
half. As a consequence of the onset of European monela.'y 
union, the levef of borrowing in French francs arid Dutch _gu»N 
ders dropped sharply- In contrast, the D-Mark saw its share 
of total issuance rise from 12.4 per cent to 17.3 par cert 
white the euro’s share rose from 1 3* per cent to i.7 per cent 

" n Merrill Lynchoirertook Warburg Dillon Read (the result of 
the meraer between UBS and SBC Warburg) to top the vol- 
ume league table of international book- runners. Warburg W- 
i~o Danw nniMd third after Morgan Stanley. Deutsche Bank, 


MOROCCAN BANKING 


Nomura places BMCE stake 

Nomura International has placed a 7.8 per cent stake tn 
BMCE Bank, a private-sector bank in Morocco, to an institu- 
tional investor group, for S80m. The seller was Nomura 
Group, which bought a 10.87 per cent stake in BMCE Bank in 
April last year and retains a 3 per cent residua! holding in the 
bank “for strategic and relationship reasons'. 

The placing was in shares and global depositary receipts, 
and Nomura said the stock was distributed to about 15 insti- 
tutional investors, including in the US and Europe. 

Some i.13m shares were placed at the equivalent cf about 
Dh690 each. The placing was done over two days through ar» 
accelerated book-building process, the first time ihts method 
has been used for an equity offering from the Middle East. . 

BMCE Bank's shares are already listed on the Casablanca 
stock exchange and have been trading at about Dh725 tn 
recent days. The GDRs are listed in London and traded or. 
Seaq International. 

Nomura lead-managed the bank's debut GDR offering in 
1996 and took its stake in conjunction with BRACE'S privatisa- 
tion. Commerzbank, the German bank, also bough* a stake at 
that time. BMCE Bank is the country's second largest com- 
mercial banking group, it had assets of about S3 85bn and 
shareholders' equity of S3 95m at the end of 1997. 

Vincent Boland 


BENCHMARK GOVERNMENT BONDS 
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-007 

-090 


07/27 

6500 1 168400 

534 

-001 

*002 

-005 

-1.13 

rratand 

0«» 

6250 1005800 

536 

-002 

-002 

-QJC 

-052 


oaw 

8000 1190500 

£04 

- 

*om 

-006 

-1.43 

toll 

0500 

6 000 1070200 

439 

-a ra 

-005 

-009 

-101 


0502 

6250 1058300 

40a 

-Offi 

-004 

-010 

-152 


07/07 

6 750 112.4700 

501 

- 

+aoi 

-OM 

-1 79 


11/» 

7050 1240000 

SSJ 

-001 

*ora 

-003 

-191 

Jrarai 

03(00 

6400 1090000 

004 

+0.02 

*007 

*0.15 

-033 


IME 

4001 1162800 

104 

*005 

*018 

*023 

-074 


09/05 

3000 110 4700 

1 46 

*008 

*020 

*024 

-005 


(W17 

3000 111 0200 

229 

*009 

*0.19 

+022 

-074 

HoOVlUhtS 

11/99 

7000 1045200 

3» 

_ 

-002 

_ 

*039 


02(07 

5 750 106 9400 

470 

- 

*002 

-005 

-0.77 

Now Zrataod 

oaoo 

6500 99.0573 

710 

-005 

-057 

-009 

*047 


11/06 

8000 1102297 

6J7 

-002 

-0 15 

-007 

-058 

Norway 

01/99 

qflm iicjK53 

£16 

-om 

*019 

+027 

*053 


01(07 

6 750 1070500 

555 

-001 

+0.13 

*006 

-048 

Portqpl 

03799 

6500 102.8700 

425 

-002 

*0.02 

*0 00 

-1.03 


02/07 

6625 111 1800 

500 

- 

- 

-002 

-1J7 

SpaM 

07.99 

7400 1012500 

4JI 

_ 

- 

♦007 

-002 


03/07 

7350 HE 6300 

433 

-001 

- 

-005 

-t.tt 

Soreden 

01/99 

11000 103 5563 

408 

-001 

-0.10 

-029 

-060 


08/07 

9000 1220800 

403 

-0.01 

- 

-01Z 

-158 

SWttZBtM 

raw 

5 000 104 6800 

2.13 

-am 

•006 

*029 

*059 


ran? 

4840 1100000 

309 

*001 

*006 

+024 

-026 

UP 

cans 

6000 38 7344 

720 

-0 02 

+004 

+000 

*033 


11/04 

£750 1036094 

606 

-001 

+001 

+027 

-0 J3J 


12.97 

7250 110 0938 

504 

-om 

<003 

*0.18 

-1.17 


06/21 

BOW I JO 6250 

561 

- 

•002 

•001 

-1.42 

US 

raw 

6025 100.1480 

550 

-004 

-007 

-005 

-053 


1104 

7875 112.5550 

551 

-004 

-004 

-009 

-081 


08 (07 

6 13 1042730 

502 

-003 

-005 

-012 

-/IP? 


00/27 

6375 1101050 

506 

-002 

-006 

-017 

-108 

ECU 

014)0 

4 000 97.770) 

4.14 

*001 

-0 06 

-0.07 

*001 


0407 

5 500 104 8300 

4 81 

- 

*O0l 

-a ID 

-1.15 


BOND FUTURES AND OPTIONS 

France 

■ NOTIONAL FRENCH BOH) FUTURES (MATIfl FTrSOOflOG 


Ecu 


INTERNATIONAL BONDS 


Sap 

Dec 


Opal 

104.38 


Sea pm Change 
104.53 -Ml 
w.i9 -am 


High 

104.64 


LOW 

10431 


■ LOW IBM FflSfCH HMD OPTIONS (MATT) 


smke 

Wee 

JU 

— CALLS - 
Aug 

Sep 

JUl 

— PUTS — 
Aug 

Sep 

102 

2.60 

zez 

167 

- 

003 

009 

103 

101 

159 

180 

am 

010 

031 

104 

OS) 

009 

104 

003 

029 

0.45 

105 

001 

033 

050 

041 

073 

000 

fiUdMWin 

Pun ns . 

PreMom art rare «. C* an 

Pa ah 




Germany 

■ mmcmi maw bund futures gjFFtr qmsojqo looms at 100% 

even Sen pm Change Hgfi Low Es vd Open oL 
See 108.48 108.43 *007 108 56 108 19 1I2B7 77746 

Dec 10783 *007 0 170 

■ BUND FUTURES OPTIONS 0JFTB 1*50,000 pons of 100% 


sw* 

Price 

Am 

Sep 

CALLS - 
Oct 

Dec 

Aug 

Sep 

PUIS 

00 

Dec 

10800 

063 

084 

0.68 

OS3 

020 

0.41 

0.65 

1 10 

10850 

034 

055 

046 

071 

041 

0.62 

1.13 

138 

10900 

015 

033 

0.31 

052 

0.72 

090 

148 

1.69 

Ere. t» area. Cera 7M9 nra hsi Anna «ri open ire. CA 151200 Pan raw« 



LmB %-nTra* me *7 awe* MMcon DaB/FT Mmw 

Yields ural raw itwtunMnniAra Intel tale, was dam hi Ui nUMUtap bn rt 120 re 

uni nyreto An rewesdoic 

10 YEAR BENCHMARK SPREADS 

Sptead Spread 


■ ■OfTOUL 6BHUH BtBfl) (B0BL) FUTURES (pTB) DM250,000 100ttB at 100% 


0pm 

105.70 


Settpm Change 
105 71 +0.04 

10524 


Htfi 

105.73 


Law 

10155 


Eat sol Open m. 
108096 238.071 

9,042 


Italy 

■ NOTKHAL ITALIAN GOVT. BOND (DTP) FUTURES (UFFET Lira 200m 100B» at 100% 


Sep 

Dec 


Open 

120.45 


Sett puce Charge 
12088 +0JK 

106.68 4006 


Ifitfl 

12053 


LOW 

12030 


EH vnt Open ML 
10900 92682 

0 3250 


Sep 


■ ITALIAN EWT. BOW) (BTP) FUTUBB OPTTOS (LETS UfiflOOm lOOtte Of 100% 

Stifle CALLS PUTS 

Pm Aug Sep Aug 

10300 
10350 
10400 

fa «* ™a. cju 0 mu a Pimm dm nn w.. cwh 7370 net 12SO 


■ HOTWMAL 8PAIBSH BOW HTTOHES (MffFI 


Jut 1 


EM 

r*u 


Bunt TBun® 


BM 

YWd 


Spread Spread 
re w 
Buret T-Bonds 


Open 

108.71 


Senpm Change 
10882 *0.08 
109 78 


109.84 


LOW 

109.47 


Auxrafia 

546 

+0.69 

+0 05 

New 7eMand 

6.37 

+1.60 

+096 

Aushn 

4.90 

+0.13 

-0 51 

Nonray 

558 

♦0.79 

+015 

BeigtiKn 

495 

•0 18 

-046 

Urtigal 

£06 

+039 

-035 

Canada 

£36 

+059 

-0 05 

Spain 

504 

*037 

-037 

Denmark 

498 

*031 

-0 43 

Sweden 

499 

*032 

-042 

Finland 

494 

+017 

-047 

Swtzftiana 

108 

-103 

-2.33 

Fiam 

4B4 

+007 

-0 57 

Hi 

577 

+1.00 

*0 36 

Germany 

4.77 

- 

-0.64 

US 

£41 

+0 64 

_ 

kraand 

504 

+037 

-0 37 

ECU 

469 

*0.12 

-052 


DK 

UK 

■ HPTHWAL5 YEAR O.T FUTURES (UFFB El 00000 1000M Cl 100% 


Open 

10100 


Snores Change 
10237 +0.10 


High 

maw 


Low 

10300 


Sep 
Ore 

■ NOnONAL BK QLT FUTURES (UFRJ- £50.000 100018 at 100% 


Est re). Open ml 
67070 108,306 


Est ra Osm ret 
54 3375 

0 0 


Batv 507 *000 -0.34 Sara tenet* axa'n 

J3PB1 1.46 -331 -3 35 UMn (flEtp. ' Hen t<re 

Neffiertamfc 483 *006 -056 xnaatseB ym boh 

EMERGING MARKET BONDS 


M 1 

Red 

date 

Coupn 

S & P 
fang 

M 

pnce 

BU 

YWd 

Days 

chga 

ltd 

Ufli'e 

<*9« 

JW 

Son 

rs 

US 

■ BOTE 

Cnxrifa 

02/02 

7.000 

688- 

96069 

807 

-005 

+033 

+2.64 

Ponnd 

07/04 

7125 

889- 

1023129 

665 

-005 

-Oil 

+134 

Russia 

06/07 

10000 

8+ 

76.1500 

14.90 

-014 

+2.94 

+9.49 

■ 1ATNI AHERKA 

Araenfiw OS/2} 

9750 

BB 

93.0000 

10.52 

-006 

-0.18 

+451 

Brazil 

06/27 

10 125 

BB- 

872500 

1167 

-0.17 

*0.52 

*6.06 

ItadCD 

asm 

11500 

SS 

173.5000 

1004 

-o.qi 

+005 

+4.44 

■ ASIA 

CAM 

OHO 6 

7 750 

BSD* 

1030646 

710 

-00a 

+0 10 

+1.B9 

PWwrties 

10' 16 

8750 

B8+ 

34.7884 

B.35 

-000 

-042 

+196 

TheNand 

own 

7 750 

BfiB- 

801267 

9.63 

*0.16 

+063 

+432 

■ #mCAAUDDUEASr 
iftanon 07/00 8 125 

B8- 

101.6250 

£22 

+0.10 

-003 

+2« 

South Ainca 

10(06 

8375 

B8+ 

1023635 

788 

+001 

+019 

*257 

Tirtey 

09107 

10.000 

B 

99 2239 

1012 

-035 

*020 

*4.71 

■ BRADT BONDS 

Anwnlra £0/23 

5 750 

BB 

74 6250 

£44 

-006 

-003 

+287 

Brad 

04/14 

3.000 

88- 

743750 

1083 

-016 

+0.30 

+536 

Uartw 

12/19 

6K0 

BB 

82.7500 

794 

-OOI 

+001 

♦241 

Vraswti 

03/20 

6750 

B* 

79 8663 

885 

+0.05 

*04| 

+331 



Open 

SeB price 

Change Hh/i 

Ldw 

EsL vi 

Open fed. 

Sep 

10067 

108.75 

+0.07 108.B3 

10046 

58601 

128847 

Dec 


10097 

+0.07 


0 

0 

■ LONG GOT FUTURES OPTIONS (UFFB £50000 648ts of 100% 



Sflhe 













PttCB 

Aug 

Sep 

Od 


sap 

Oct 

10860 

070 

1.01 

135 

045 

078 

088 

10900 

045 

0.75 

109 

070 

1.00 

1.12 

10950 

037 

034 

088 

1.02 

T39 

1.39 


B3I BOND FUTUHES (MATF) ECU1OO0OO 


Open 


Esl WL Open ML 
91083 130.834 


SMptCB 

Sep - 10148 

US CORPORATE BONDS 


Ctmge 

-002 


High 


tit ret MS. C* 680 Pad 1771 Pratts <kfe opes tl. Us 43SU Pub igsgb 


US 

■ US TREASURY BOD FUTURES (CBH S1W0OO 32rels ot 100% 



Opai 

Latest 

Change 

Kgh 

low 

Sap 

123-18 

133-12 

-0-07 

123-22 

123-09 

DM 

123-12 

123-04 

-0-07 

123-12 

123-03 

Mar 

- 

T22-ZZ 

- 

- 



EsL wl Opal ML 


11030 

1.701 


159,755 

14020 


Japan 

■ NOTIONAL LONS TENS JAPANESE COW. BOW HTTOBES |LFf£| YIQQa IQQfrSOMOQ* 
Open Otoe Change Kgft Lor 
S«P 132.00 132.19 13224 131.09 

D* 131.95 13194 131.95 131.88 125 

• URE ttns tto ram «■ m m Open Merest *gs. m to remora da. 


ES. ml Open tot 
3309 re 


Jun 30 

Hod 

dale 

Coupn 

S & P 
Rating 

BK) 

price 

BM 

Y*M 

■ imuriEs 

Rac Ben 

07/02 

735 

AA- 

104 1685 

506 

NY Tel 

uses 

7.00 

A+ 

101.1676 

090 

CINE 

05/08 

£00 

BBB 

1113923 

642 

■ FWUKXALS 

SECC 

05/07 

875 

AAA 

1183579 

604 

Banc One 

08-02 

725 

A- 

103 8154 

£17 

US West 

01/07 

730 

BBS 

1055437 

£44 

■ VDOSmALS 

Unix Tech 

04(99 

625 

BBS 

10Q01E5 

£31 

wa Man 

0502 

5 75 

AA 

1027412 

5.94 

Davten Kuo 

06/71 

970 

B8B+ 

1354478 

666 

■ AGBKIB 

FHU« 

04/07 

7.M 

MSA 

10ft 3086 

577 

SLMA 

03/00 

750 

m 

7028889 

£67 

FNMA 

02/18 

£95 

M'A 

134 4532 

£94 

FFC8 

06/06 

£95 

rji'A 

1203028 

5.72 

■ HTSB TED 

Same Coni 

02/DI 

£88 

B 

1025000 

000 

AK SO 

12/01 

£13 

B8- 

104 6250 

000 

PacaBa 

06/04 

10.75 

B- 

99-5000 

000 


Est ret Open rat 
0 IB 


OjtS MU* sort 
edge c*gu * 
yU ytd Owe 

- *003 *007 

- -006 *1.26 


- -009 -058 

01 -0 03 *0.68 

- -025 *098 


- *005 *045 


*0.01 -008 *OJI 


- -0.15 *030 

- -009 *026 


M I 

■ Bna dm 

ES 

Span 

Flap Mom 
Finland FRM 
H EBH0ITC 


Red SIP 

Ate Cannon Ratnj 


Bd 

tret 


3ns 
30 -JKB 
*u «t : 


as: Spread 

CQS • 
Sans 


0207 5 750 AM lOfiZTOO 4 25 - -0S3 *009 

01737 5750 AA 1C6KC3 4 86 -C02 -305 *313 

tJVa* 5375 4 101.4200 5 05 - *004 -C54. 

09»0? IKS AA IC167K 2M -0.C2 -OSS -3S0- 


HT etauna Sanornl 8 Wl imgi rremt ■m 

US INTEREST RATES 


Searat WBacBir ban WanaaMi 


Latest 

Pihw rale 

Brefiar loan rate 

Fedfimts — 

FeAtontefl UUa w uaiu ii 


;UK BONDS 


Tnnsuy Mb and Bond YleWs 

One mem - tanyrer 

Sij Two man® • Tlrea m 

7k Three morth. 509 Fhejrear 

6 1 * Sh nareti . SJ22 10-jere 

- Owyaar 53S 30^ear 


944 

944 

5.42 

942 

562 


Austria 

01.04 

5500 

AAA 

1W55C0 

455 

-001 

-009 

+005 

Abbey Nat 

0204 

6990 

AA 

1K44M 

466 

-TC2 

-00s 

♦016 

Bed Fonaa 

0204 

9125 

A 

1 25.6600 

491 

-02 1 

-C 67 

♦£34 

3CTRW 

1201 

3633 

AA- 

999401 

406 

-001 

-0C7 

-ft«5 

■ amuiu 

S3 

0207 

rear 

AAA 

1135330 

S.t E 

-am 

-007 

♦C82 

Abhe/Nal 

0202 

680b 

AA 

IC6 7203 

473 

*0C1 

-306 

+ato 

I'/arrOuTwy 

06.00 

8625 

A 

•37.1520 

4-f 

.OCT 

-0CJ 

*C*4 

BBFWJ 

0301 

4 692 

AAA 

10507E9 

423 

-023 

-oa 

-024 

■ EURO £ 
US 

1207 

76S 

AAA 

109 5851 

624 

-US 

-OS 


Oresdotf B* 

1207 

7.750 

A/V- 

106 5725 

6 78 

-ora 

♦026 

•090 

Bntsh Gas 

03.00 

7 625 

A+ 


760 

-0G? 

►0 73 

*064 

Aboey Mat FUN 

0202 

7 650 

AA 

999567 

E 45 

-om 

*047 

♦001 

■ BHDS 
EB 

04-07 

7250 

AAA 

1D952CC 

5.E3 

-006 

-003 

-4M2 

AW Aram 

0607 

7 lffi 

AA- 

1365733 

830 

-0 25 

-0C5 

*089 

Quebec 

01.07 

row 

A* 

105 3650 

£!8 

-005 

-0 14 

♦077 

Cmcorp FRN 

0204 

£754 

A* 

1004319 

558 

J105 

-007 

*017 

■ anocs 

Buyer L-Bk 

08.04 

9500 

AAA 

118 7093 

5r 


-0.16 

+0.18 

Taranto 

06,04 

8500 

AA* 

113 3931 

5 75 

- 

*016 

-aw 

Bet Canada 

07/99 

10 625 

A* 

104 7451 

572 

_ 

*015 

+096 

Deutsche B FUN 

09/02 

5875 

AAA 

100.5303 

573 

- 

*0 37 

*017 

■ EBRO YEN 
World Bate 

03.02 

5250 

AAA 

1156634 

091 

•0 03 

•018 

*017 

SpaM 

asm 

£75Q 

AA 

117 4500 

094 

+ctn 

-018 

+017 

Cred Fonoer 

08/02 

4 750 

A 

T1322SJ 

140 

♦0 03 

+018 

*063 

UyBW 

07/99 

0711 

AA 

7002474 

015 

-0 0! 

*006 

-013 


imtoe deang. 


srenoare a Boars atlaqs 1 MB Local msva aararerenolred 


Scwse. koreciM 0«»JT KaronW 


FTSE Actuaries Govt Securities 


Fn» Men 

YYU 

Dayn 

Tore 

Ataued 

xd 14. 


— Low n»gw yWd — 

-Metitam conono yWd- 

-Mgn 

c— pan 

yto ra- 

IK OKs 

id 1 

change % 

Jon 30 

ntara» 

yto 


Jd 1 

Jun 30 

Yr affj 

JJ 1 

Jun 30 

Yl 090 

Jul 1 

Jun 30 

re ago 

1 UP to 5 ynaradBt 

118 64 

0.04 

1T£59 

223 

£14 

5 yra 

628 

6.30 

7.00 


636 

706 

631 

6 33 

7.12 

2 5-15 yean (19) 

16236 

009 

16220 

2* 

547 

15 yra 

507 

558 

7.00 

5 71 

572 

7.07 

5 76 

577 

713 

3 Qrar IS years (5) 

20553 

018 

20517 

1.79 

£32 

20 yra 

£50 

551 

7.00 

5.65 

£67 

707 

5 76 

STS 

7.13 

4 kradoamaHea (4) 

261.66 

-013 

2G222 

217 

746 

firedf 

5.75 

£74 

715 

5 AN aorta (46) 

154 92 

009 

154.78 

22B 

505 







fada -Baked 







— Hhdtoa 5% — 


— Wtabm 10% — 









Jrt 1 

Jin 30 

Yr. age 


Jri 1 

Jun 30 

Yr ago 



6 Up to 5 yearaQ 

7 Over 5 yearn (9) 

8 Al Mocks ill) 

217 56 
234-55 
23122 

009 

023 

021 

217 35 
23401 
230 74 

1.04 

206 

188 

313 

205 

296 

Up to 5 yn 
Over 5 yra 

309 

203 

JJJ 

26S 

307 

360 


2.43 

244 

245 

24£ 

291 
3 41 




I jo** m dun Am Coupn tank Low lurer BVIDWi. Wgle 11% ml «a t Ra *eU (UTexunc 


FT Fixed Interest Indicas 

Jof 1 Jraa Am 29 Jen 26 Jm2S ft ago ifigr 


GML Saca. (WQ 10507 10508 104.78 10488 105.10 97.13 10173 9331 

OFISteKMI 

Bra 10® Gowreaeo Mm isnara rad ftad kflgrest IS2B St acflvt^ ndtes ntesed 1974 


Jidl Jong Jon 29 Jraa JaiM >1 ago Kg#' tot 


a***?” IN> w 1Z7 40 «*wv»t 14 mwZ i**alS2L , i t S 


UK GILTS PRICES 



_ YWd _ 


Note 

n 

Red 

PltaC 

Stortf (lira ■ k Rn Yuan) 



Tirat ICijpcVBtC 

1£3 

721 

101 u 

Esti 12pal99B 

1181 

745 

im<s 

liras 9to199*t* 

940 

731 

101* 

liras «g Ran ibm*$_ 

- 

- 

ioa>i 

Ejco izUtc 1999 

1105 

70Z 

103U 

Hera ro^pc 1990 

1024 

741 

m& 

Iran fine 1996 tt 

an 

721 

m 

CanrlOVc 1999 

987 

721 

aap 


-S2MA- 

Lon 


_YhM_ 

n red wear ■ 


-52we*_ 
or- Wga Lew 


Hotes 


-t«- .Hweefc- 

Hi C« Paeei -or - wtfi ire 


-i tOBfi 

— IOMi 

103V 

I00a 

-A 

— I05ff 

— Wl. 
low 


Tim a 1 ;}* TWO f 

Coa»9pc7O0OS 

TrajBiapcaWO 

TimfycEQOtt 

Tires Fig Dm 301 __ 

Trees lOaeMOl 

Com 9>2pe200itt 

Cm 940X3001 f 

Tib*. 7nC 2001 JJ 

Era* 12pe 1899-2 — jf 1172 
Gobi \0pc 2002- . 
Tirei7peMIEtf- 


fmfigl’ia i999-4_ 

1011] Core L’ljc 2004 

101 H Iren G lac TOD*# 

101 Cam Oijdie 20IB 

1001* Ewh.10l2PC2005_.-J 
1B3U Tree lJiyxaKJ-S — 

UB& Trena'jpcTor&fi 

8743 Cm 9Vpc7D06 i 

m 1rera7ijpc2006tt_. 
hw 7\pc 

I«s«s8pe20fis-M4 

Tiara llkpcmB-7 

Tit» ftLjpc 307 JT 

Tims 7>«pc 2007ft 

TUBS 13Jj«21KW-a 


£33 

723 

KB& 

*4 10% 

rail! T»»9peaM8tt 

£75 

7.10 

IIS* 

— 1054 

TWO Trara 0*2009 

11.70 

704 

HI* 

— 115,1 

111A IraraBUpe 2010ft 

7.81 

887 

mi 

*& 

i«2j dtetoebianij* — 

- 

- 

1QQU 

-4 1HJ1, 

1004 TmsBpc 2012ft 

£31 

606 

KPS 

110|'. 

1071, TnBS51»c2DDB-72S_ 

£87 

on 

VBA 

-A 109,1 

107 Traa71u*am:-15tt_ 

£03 

585 

1D7S3 

St "OH 

10713 

£93 

663 

>81 1 1 , 

*4 wk 

09i 

1172 

7W 

107J} 

-A W* 

10?3 OwNratai 

as? 

552 

1113 

Si »3U 

1103 Tto»taK20l3tt 

607 

£48 

1013 

+4 Hnjf 

99,1 Tos8pc20lStt 

Tiara 83. pc 3017ft 

EBfil2pc20l3-I7 4 

Inst 8pc aciff _____ 

£62 
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CURRENCIES & MONEY 


Yen still steady on tax cut talk 


WORLD INTEREST RATES 


MARK^REPORT 

BjD anfef Dgmbey 

More news of flnancla] 
reform in Japan gave the 
yen another stable day yes- 
terday, but the currency was 
unable to strengthen sub- 

stand ally. 

The yen ended the Euro- 
pean trading day at Yl3a7, 
fractionally stronger than 
twenty-four hours before. 

“The market is liking what 
it hears about talk of perma- 
nent income tax cuts," said 
Philip Shaw, chief economist 
at Investec in London. 
“What it's keen about is 
avoiding what happened last 
year, when fiscal tightening 
sent the economy into 
reverse." 

A rally in the Nikkei 225 
stock index beyond the 
16.000 mark also helped lift 
the mood, but trading was 
thin in advance of the 
announcement of plans for a 
"bridge bank" today. 

There have been no firm 
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promises of tax cuts yet and 
details may not come until 
elections to Japan's upper 
house are held on July 12. 
But these days foreign 
exchange markets seize on 
even gnomic comments attri- 
buted to Japanese officials 
and yesterday's statements 
were a little more than that. 

While campaigning for the 
elections, Ryutaro Hashl- 
moto. the Japanese primp 
minister, said: “We are try- 
ing to make Japan a better 
country for the future a nd 
are going to think about a 
good tax system." 

Haruo Shimad a, a member 
of the government tax com- 
mission, added that the rul- 
ing Liberal Democratic party 
would probably openly 
embrace a tax-cut pro- 
gramme before the elections. 
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Reports in the Japanese 
media suggested that the 
LDP was considering about 
around Y3,000bn in perma- 
nent income tax cuts soon. 

■ Investors have begun to 
differentiate more between 
emerging markets now that 
the yen has begun to enjoy 
greater stability than before. 
That is not necessarily good 
news for the South African 
rand, which fell to a new low 
of R6.20 to the dollar on 
rumours that Chris Stals, 
the central bank governor, 
might soon be sacked. 

Reassuring words from 
President Nelson Mandela 
and Thabo Mbeki, his heir 
apparent, helped restore the 
currency to about R6.00. But 
the country's repo rate was 
also increased once more, to 
20.33, just two days after a 
two percentage point 
increase to 20.08 per cenL 

“It's still looking bad for 
the rand," said Mr Shaw at 
Investec. “The markets find 
it hard to believe that inter- 
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est rates can be kept at these 
levels and so it Isn’t really 
likely that the speculative 
attacks on the currency will 
go away in the short term." 

■ Tlie pound edged around 
the levels Just above DM3.00 
against the D-Mark to which 
it has recently become 
accustomed once again. 

Concerns about Britain’s 
medium term growth pros- 


pects have become out- 
weighed by high UK interest 
rates, reduced expectations 
of rate rises in euroland and 
worries over Russia, which 
has strong links with Ger- 
man banks. 

The pound strengthened 
marginally against the 
D-Mark to DM3.Q17, despite 
survey data Indicating that 
Britain was losing more 
manufacturing jobs than at 
any point during the past 
five years. 

Meanwhile. Klaus-Dieter 
Kuehbacher, a member of 
the Bundesbank's governing 
council, reinforced the mar- 
ket consensus about euro- 
land interest rates when be 
said he saw no reason to 
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increase rates before the end 
of August if at aii. 

“There is no rational rea- 
son to raise interest rates in 
Germany," he said. 

Trading in the D-Mark suf- 
fered from added nerves 
because of the mixed reac- 
tion to the Russian govern- 
ment's latest austerity mea- 
sures in the country's Duma. 


■ The Australian dollar 
took comfort from the stron- 
ger yen, ending the day at 
$0,622 by the end of local 
trading, its highest level for 

a month. The currency had 
been as low as $0.5932 but 
the news from Tokyo come 
on top of relatively reassur- 
ing balance of payments fig- 
ures. 

Most other Asian regional 
currencies strengthened 
slightly. : 

But Robert Rubin. US trea- 
sury secretary, added a cau- 
tionary note when be said he 
remained “deeply, deeply 
concerned" about the yen. 
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COMMODITIES & AGRICULTURE 


ENERGY TRADING DEAL TO COMBINE CLEARING TECHNOLOGY AND ELECTRONIC FACILITIES 



IPE forms link with Norwegian exchange 


Borderless energy trading 
takes another step forward 
today when the Interna- 
tional Petroleum Exchange 
in London announces an 
agreement with the Norwe- 
gian Futures and Options 
Clearing House (NOS) to 
co-operate on trading and 
clearing in energy markets. 

The agreement will com- 
bine the clearing technology 
offered by NOS with the 
electronic trading facilities 


developed by the IPE. But 
beside this technical aspect 
it also signifies a strengthen- 
ing of the JFE's hand in its 
accelerating development of 
a global network far trading 
energy derivatives. 

The IPE-NOS deal will ini- 
tially focus on electricity 
futures, following the 
announcement on June 19 
that the IPE and Nord Pool - 
the first multinational power 
exchange, which is based in 
Norway - are to provide 
their respective members 


with access to the contracts 
listed on both exchanges. 

Bjorn Ouilfstad, chief exec- 
utive of NOS. told the Finan- 
cial Times yesterday: *T 
believe electricity will be the 
largest traded commodity 
product in Europe in the 
coming years." 

At the moment there Is no 
electricity futures contract 
on the IPE. although the 
exchange Is lobbying the UK 
government to fulfil its 
pledge to deregulate the 
market 


The Norwegian electricity 
market was deregulated in 
1990 , and electricity futures 
have been traded on Nord 

pool since 1993. 

Nord Pool currently trades 
electricity Mures contracts 

daily, amounting to 200300 
gigawatts of power, enough ' 
to supply the daily energy 
needs of Norway far about 
one week. 

The exchange's daily vol- 
ume is 20-70 contracts, with 
futures contracts ranging 
between one week and four 


months. In 1998, the total 
amount of electricity that 
win be .traded on Nani Pool 
is expected to reach about 
400,000 gigawatts. 

The scope for trading elec- 
tricity futures in Europe ts 
set to expand in the near 
future, with plans proceed- 
ing for deregulated markets 
in Germany, the Nether- 
lands and elsewhere: 

While Nord Pool now has 
more than 200 members, 
including banks, end-users 
and suppliers, Mr OuEHfctad 


said deregulation of the elec- 
tricity market In Norway 
-had also benefited consum 
ers. winch had seen prices 
drop by 25 per cent in the 
past five years. 

“Quite clearly, deregu- 
lation is moving murfa more 
rapidly in Scandinavia, and 
the IPE cant afford to be left 
behind. We need to be part 
of this deregulation process 
so we «n trade electricity 
futures contracts,' said Lyn- 
ton Jones, Chief executive of 
the IPE. 


Broker in 
plea for 
better 
quality tea 

By Kuna! Bose n Calcutta 


Tea producers should pay 
closer attention to quality 
because "good liquoring teas 
will remain largely insulated 
from the vagaries of the mar- 
ket", says J. Thomas, the 
world's largest tea broker. 

In its Tea Market Annual 
Report and Statistics*, the 
broker says the Indian 
industry benefited from 
record production and high 
prices in 1997, and can now 
begin improving the quality 
of its tea and the productiv- 
ity of its gardens. 

Sri Tanka exported some 
258m kg of tea in 1997 com- 
pared with India's 203m kg, 
and has improved the qual- 
ity of production in the past 
two years. 

The relatively young Ken- 
yan tea industry is set to 
harvest a record crop this 
year, with a significant 
improvement in quality. 

India, the world’s largest 
tea producer, retained 75 per 
cent of its production for the 
domestic market last year. 
In contrast, Sri i -anka and 
Kenya retained only 7 per 
cent and 12 per cent respec- 
tively. the report says. 

The Commonwealth of 



A tea taster In Sri Lanka, which has Im proved the quality of production 


Independent States, which 
raised tea Imports from 
India by 44.75m kg to 
95.65m kg last year, will 
remain the most important 
destination for Indian tea 
this year. 

The US, Europe, west 
Asia, Japan and P akistan 
should be the “high growth 
areas” for Indian tea exports, 
although India will have to 
compete with Kenya and Sri 
tunica both in quality and 
prices. 


J. Thomas says India's aim 
to produce lbn kg of tea by 
2002 can only be achieved if 
yields are raised and more 
land used for the crop. 

While many Indian tea 
gardens are recording 
impressive growths in pro- 
ductivity, the “industry 
needs government support” 
for the acquisition of land. 

The Marxist government 
in West Bengal has been reg- 
ularly releasing land in the 
Kerai region far cultivation. 


Copper hit by 
wave of selling 


MAra^FBPOCT 

By Robot Covzfae, Kenneth 
land Gary Head 


Panos Pictures 


of tea. Kitchen gardens are 
mushrooming in Assam. 
Lower agricultore and corpo- 
rate tax is also leaving much 
more money with the tea 
companies for development 
The big foil in production 
in Kenya and Indonesia last 
year boosted tea prices, giv- 
ing low yielding tea proper- 
ties a new lease of life. 

*Tea Market Annual Report 
and Statistics 1997 from 
J. Thomas and Co, NUhat 
House. Calcutta, India. 


A wave of speculative selling 
drove copper prices down to 
12-year lows on the London 
Metal Exchange yesterday, 
and other metals were 
caught up in tha drama. 
Nickel dropped to Us lowest 
for 4% years »nri aluminium 
fell to a 20 -man th low. 

Alan Williamson, analyst 
at Deutsche Morgan Gren- 
fell. said the foil In copper 
was “completely unrelated 
to the fundamentals” of sup- 
ply and demand. 

A slightly stronger US dol- 
lar. the uneventful passing 
of the June options and the 
unwinding of "buy” posi- 
tions by some investment 
funds conspired to encour- 
age the speculative selling, 
he suggested. 

Reports of a tentative 
labour agreement covering 
most of Asarco's copper 
operations in the US had no 
impact because no disrup- 
tions from that quarter had 
been expected, said Mr Wil- 
liamson. 

Three-month copper fell to 
$1,596 a tonne at one stage 
before climbing back to 
$ 1,602 at the close, down $34, 
or 2 per cent 


Mr Williamson suggested 
the price would stabilise if it 
could remain between $1380 
and $1,620. Below that range 
it would fan to $1350. "But 
the lower it goes, the bigger 
the bounce back will be. It 
won't take much to trigger a 
reasonable rally.” 

Three-month nickel foil by 
$170 a tonne, or nearly 4 per 
cent, to $4330, While alumin- 
ium lost $12, or alm ost I per 
cent, to close at $1312 a 
tonne. 

Crude oil. prices were 
steady in listless trading. 
The price of . Brent Blend for 
August delivery, the bell- 
wether futures contract on 
London’s International 
Petroleum Exchange, was up 
six cents to $13.44 a barrel in 
late trading: 

The latest weekly crude oil 
and refined product inven- 
tory figures from the US, 
which usually provide 
short-term direction to the 
markets, were semi as neu- 
tral, a factor that contrib- 
uted to the thin trading. 

Cocoa futures managed a 
mini-rally on the London 
International Financial 
Futures Exchange, where 
the September contract 
dosed £18 higher at £1361 a 
tonne, following a spurt of 
short-covering by traders 
and speculators. 
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Venezuela postpones sale 
of state-owned assets 

a partner or secure financing for 

tsrrfav It had asked for the delay, saying tt had been tak k^ a 

J^ookattheslt^an^^ 

tally could be part of or consortkro Jtww joo^orswiy 
ataH the issues 

before it decided wtirther to Wd. If Ston 

leave only one consortium in the naming, oonsWng of Bwlton 
oftfteWC Fechiney of Ftonoe and Century AJunfeum at ths 

U % 10 wading process seems In danger of wto^lng for the 
second tine. At the first attempt, Jn March, afl paMnMWti- 
out In °f ^ Qm- 

ada withdraw from the 

legality of the second btdefing process was « doubt and " the 
transaction as structured does not provide aoMOgtanc ea 
conducive to transforming the [Venezuelan ahartnMmJ compa- 
nies into consistent money mekeraT. L _ Ll1# 

The Ve nezu elan authorities claimed this was an axuMTtpv to 

dZEpS-L but Pam ft 

had been necessary to explain to shaehofctin* efijr the group 
withdrew after Alcoa and Alcan had spent Slfon l**P »tog to 
bid. A consortium "involving Reynolds Motets of the U S and 
Norsk Hydro of Norway then also withdrew, effing th# same 
" concerns. Kenneth Gooding, Mining Cofreapondent 


COFFEE 


Brazil raises crop forecast 

The Brazilian government has revised upwards Hs forecast for 
tha country's 199B-89 coffee crop, it now pradets a harvest 
of 3335m 60 kg bags compared with its January estimate of 
31.17m bags. The forecast together with estimates by the US 
Department of Agriculture of just 2m bags more, means ana- 
lysts are now confident a dearer pfcfcra is anMeblo of the 
probable final crop. The Brazilian government forecast is 
based on fieldwork research conducted tv more than 350 
agronomists. 

Attention Is now switching to weather cone fl tions. The test 
serious frost damage to toe Brazilian harvest was In 1994. - 
Frost damage is always conceivable until at least the end of 
August but the critical period tends to be in July. 

Somar. the Brazifian-based meteorologists, forecast two 
cold air masses passing near Brazil in the next sight day*, 
with one of them due to Mt the country on Juty a-9. So for. it 
Is anticipated that the weather conditions wffl cause.ftost in' 
southern Brazil, which is far removed from, the country's - 
coffee-growing regions. 

However, the markets wifl be watching the d e velop m ent of 
the weather conditions and if they prow intense or seem 
likely to move further north, some speculative price rises " 
could be seen in coffee futures. In its latest note on coffee, . 
commodity brokerage GNI says: "While the tong-term trend 
shoirid be down, coffee seems to be a short-term buy." 

Gary Mead 
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LONDON METAL EXCHANGE 

(Wees tarn AnSganoted MeM Tratanu] 
■ AUMU0H, 9817 HNB1T (9 per arm) 



fatal 

antis 

flaw 

1297-88 

1314-15 

Preriow 

12884-65 

1317S65 

tflgWtow 


1323/1306 

AM ODUM 

1390-1 

1317.5-60 

Kuril l*K9 


13165-130 

Open ML 

288401 


ToM Hair senore 

80,167 


■ ALUMHQM ALLOT 5 PW tonne) 


dost 

1195-205 

119046 

HMHB 

1215-20 

1205-9 

rtgtVtow 


1200/1 SOO 

AM OflUM 

1200-10 

1195-200 

Karti dose 


1190-205 

Open hL 

8.023 


TdK data umer 

2.413 


■ L£AD (Jpar tonnej 



Gtan 

556-57 

55586 

PmkciB 

545-8 

547-6 

HqMow 


562/550 

am oraetc 

5564-76 

5555-560 

Kerb cfaou 


549-50 

□pen kit 

39,185 


Tow data tamow 

12,636 


■ HCKB. (Spar tarn) 


□ore 

4185-95 

4340-50 

fata 

431IK2D 

4370-80 

Wghfaw 


4360/4230 

m ok±c 

4265-70 

4340-50 

Karti dax 


4225-30 

Open WL 

53.418 


Total (Star tame 

21S37 


■ TH (3 per tune) 



flora 

5620-30 

5490-500 

PiBrio® 

5K&65 

5530-40 

ttapAnr 


5570/5480 

AM ffiBcM 

5660-70 

5540-50 

Kart dose 


5500-505 

Open ht 

17,133 


Tow data Screw 

3^99 


■ ZMC, epccM Hpk grade (S per tonne) 

dose 

8075-985 

1012-13 

Provnocs 

8854 

1021-2 

HgMow 


1023/1008 

AM OHctal 

988-5-9.0 

10115-12.0 

KObdosn 


1010-1 1 

Open bo. 

86539 


Tote daty (ureter 

2HBK 


■ C0FPBL grade A (8 per (tern) 


floss 

15965-94.5 

1611-12 

Piwtans 

1625-8 

1642-3 

FSgMow 


1650/1596 

AM Official 

18225-3 J) 

1640405 

KM ctoca 


1602-03 

Open tot 

166834 


Total data tamow 

65231 



Precious Metals continued 
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$780 CUP. Ctrinow tong mow white 

ggntffomfciaJWCTBflBBa. 


WUHE DATA 

Open taiaeit red MAne deb tiaan ftp cortaac 
faded an (OCX. NYMEX, CRT. NICE. OK, CSCE 
end JPE Crade 01 era reedey to Wirets. Wane & 
Opre tatarata tottas m tor afl faded aoRtas. 

INDICES 


■ Men (Bear. ia«3l = inq 


Jri 1 Jm 3D ooeti am 

Tree* 

15517 1550.1 1591,1 

18340 

■ C88 Mane (Bus 1967 - ION . 


■toe 30 Jm a mdi age 
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Seep fta nrigbQ 
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ACROSS 

1 Maternal animal having 
enclosure that is wet (6) 

4 Try keeping every one in a 
case (3*>) 

10 An animal ratrihrng public 

transport is weird (7) 

11 Gasp when soldier is swal- 
lowed by flood (7) 

12 Pin down empty-headed 
dawdler (4) 

13 Prospector organising ferry 
to im <53) 

15 Puzzle over gems, initially 
found in a min e (6) 

16 A Carthusian on the fiddle? 
(7) 

20 From outside stealing a 
kiss seems neve- to aid (7) 

21 Olympian once in car club 
(6) 

24 Sign for a note? That’s 
unexpected (io) 


UCIraialMirtL 


26 Brother rejected thanks 

from unruly child ( 4 ) 

28 A short time to retain dash 
Of t anning pigment (7) 

29 Physicist originally from 
Minorca (7) 

30 Game to tuck into suitable 
type of potato (8) 

31 The dosage ordered for a 
mariner (6) 

DOWN 

1 Threaten to arrange 
destruction, of ermine (8) 

2 Waiter seeing a feature in 
the fog ( 9 ) 

3 Island qualified for erup- 
tion (4) 


5 Sour English doctor’s an 
’eavy puncher (8) 

6 Raises the bar after time 
for a fresh start (5 Jo) 

7 Had a meal without begin- 
ning to tidy up (5} 

8 People accepting alterna- 
tive hypothesis (6) 

9 Shout half-heartedly a 
climber’s warning cry (5) 

14 The folly of king interrupt- 
ing disrespectful behaviour 
(10) 

17 Corrosion in a weapon is 
sacrilege (9) 

18 Grannie's illicit i ncome (8) 

19 Distant object made from 
copper (8) 

22 Conflict on the sea. briefly 
gave enthusiasm (6) 

23 A normal parent in Italy (5) 

25 Tory caught taking ofl 

preparation for illness < 

27 A yen to remove 
in pogrom (4) 

Solution 9,722 
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LONDON STOCK EXCHANGE 


Footsie recrosses 5,900 as global markets rise 


WnjMT 

By Stove Thompson, 

UK Stock Martel Editor 

A much-welcomed rally in 
the Japanese yen, phis sup. 
portive performances from 
Tokyo and Hong Kong, pro- 
vided the ammunition for a 
sparkling showing by Lon- 
don's equity market as the 
third quarter got under way. 

“We were desperate to 
leave the second quarter 
behind; it was a dis mal tfrn? 
for the markets, what with 
the interest rate hike here 
and the Asian crisis boiling 
up again," said one equity 


salesman. He said, however, 
that yesterday’s exceptional 
gains in the leaders and sec- 
ond liners occ u rred in rela- 
tively thin trading. 

Turnover in the equity 
market approached the 900m 
mark, eventually finishing 
at 880m shares, split down 
the m iddle between the 
FTSB 100 and other stocks. 

The FTSE 100 index, which 
lost over 100 points in the 
second quarter, settled com- 
fortably above the 5,900 
level, closing up 87.4 at 
5,913.9. At its best. Footsie 
was 114.5 points ahead at 
5347. 

And there were strong 


gains across the midcap 
stocks with the FTSE 250 
climbing 31.1 to 5,534u9 in the 
wake of another upward spi- 
ral in the price of Colt Tele- 
com, one of the market's cur- 
rent favourites. 

It was also inspired by the 
follow-through buying of 
takeover stock Thorn and a 
big gain in Sedgwick, the 
insurance broker, one of the 
stock market's longest run- 
ning takeover stories. A lone 
dismal showing in the 250 
index came from Devro, the 
sausage maker, whose 
shares plummeted almost 30 
per cent 

Bui the p fli n in the smaller 


stocks continued. The FTSE 
Srpallflap inrtar had to con- 
tend with another spate of 
profit warnings which saw 
no fewer than three small- 
caps tell their shareholders 
of problems ahead. 

Looking into the prospects 
for the third quarter, Paul 
O'Connor at CSFB said; 
“equity valuations relative 
to bonds are cheap and 
liquidity conditions are very 
strong." 

It was not only the perfor- 
mance of Asian stock mar 
kets that encouraged Lon- 
don's buoyant showing. Wall 
Street kicked off Its trading 
session in very good heart. 


with the Dow Jones Indus- 
trial Average, recovering 
strongly at the start of US 
trading yesterday. 

On Tuesday, the Dow had 
looked nervous dropping 47 
points as . the Federal 
Reserve open markets com- 
mittee meeting got under 
way. 

Shortly after the bell rang 
to signal the beginning of 
the day's activity in New 
York the Dow was racing 
ahead: It was up more than 
60 points an hour alter Lon- 
don dealers closed their trad- 
ing books far the day, mov- 
ing back above the 
9,000-mark in the process. 




Wall Street's surge came 
in the wake of a relatively 
weak June National Associa- 
tion of Purchasing Managers 
index which came in at 49.6, 
against a May figure of 51j4 
and a consensus figure of 5L 
Earlier in the day the .UK 
purchasing managers' index 
was a weak 473 per cent, its 
third consecutive figure 
below 50 and its lowest read- 
ing since May 1996. Some 
observers are worried that 
another UK interest rate 
rise, after next week’s meet- 
ing of the Bank of England's 
monetary policy committee, 
would cause intense prob- 
lems for UK manufacturers. 
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Broker 
boost 
for BG 

By Peter John, JoelKbazo 
ml Martin Brice 

BG was a strong performer 
while gas distributor Cen- 
trica held flat in a healthy 
market as one broker recom- 
mended an implicit switch. 

The oil and gas team at BT 
Alex Brown celebrated its 
continued high profile in the 
Extel ratings with chunky 
and simultaneous notes on 
the two arms of the old Brit- 
ish Gas. 

New analyst Keith Wes- 
thead initiated coverage on 
the stocks with a “strong 
buy” recommendation on BG 
and a share price target of 
440p. 

BT Alex said the group 
“stands out against its peers 
for the untapped potential of 
its core regulated asset 
base.” HSBC Securities was 
also recommending the 
stock. BG rose 12 at best and 
ended 9% higher at 356p. 

Meanwhile. Mr Westhead 
sees Centrica as an “under- 
perform'’ down to 85p. The 
shares ended little changed 
at lOllip as he argued that 
the “share price does not 
adequately discount the 
risks of anti-trust scrutiny, 
weather variability or gas 
price sensitivity”. 

•Mobile phone operators 
moved strongly ahead fol- 


lowing the publication of 
favourable market share 
data. 

Vodafone, the UK's biggest 
mobile phones company rose 
35V* to a record 796p after 
brisk trade that brought vol- 
ume of 15m. 

The company said net cus- 
tomer connections in the UK 
in the second quarter had 
risen almost 20 per cent * to 
more than 206,000 compared 
with 53,000 In the second 
quarter of 1997. Vodafone 
said it had achieved record 
growth in new customers for 
the third consecutive 
quarter. 

Expectations of bumper 
subscription figures also 
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boosted Orange, one af-thls 
year’s best performing 
stocks. It put on 12 to 647p. 
Figures were also expected 
from One20ne, which is 
jointly owned by Cable & 
Wireless and US West, and 
from Cellnet, the UK opera-' 
tor owned by British Tele- 
communications and Securi- 
cor. C&W rose 19 to-747p, 
while BT finned 5 to 745p. 
Securicor saw a more mod- 
est rise, gaining 2 to 490p. 

Colt Telecom wa s the best 
performer among FTSE 250 
constituents, gaining 242% to 
£28.45, after it completed a 
E41m acquisition. 

Sausage skin maker Devro 
was stuffed by a strong gut 
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reaction to -a warning that 
first half profits would be 
£2m below last year’s figure. 

It blamed the .shortfall on 
economic problems in Asia 
and Eastern Europe as well 
as a fading love affair for the 
tra d iti onal banger in t h ** UK. 
The company ala) said the 
strength of sterling bad 
made a big impact. 

The shares surrendered 
136 to 367%p. the w orst per- 
former in the FTSE 250. 

Unilever jumped 20% to 
658%p after the company 
signed agreements with two 
internet companies under 
which it will develop interac- 
tive marketing and new 
media programmes for many 
of its leading brands. 

Footsie's best performer 
was Billiton as the metals 
and mining group said it 
expected annual profits to 
exceed its previous forecast 

There was some surprise 
that Billiton chose to make a 
statement only two weeks 
after the previous update. 
But analysts said companies 
were nervous because of the 
controversy over ICTs com- 
ments to analysts last week. 
Those comments prompted 
sharp downgrades and 
regulatory concerns. 
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Billiton rose 15% to 137p. 

A positive recommenda- 
tion from Merrill Lynch sup- 
ported Imperial Tobacco, up 
28 at 470p. The group also 
announced it had conipleted 
the acquisition of Douwe 
Egberts Van Nelle. 

Chemicals group British 
Vita gamed 11 to 268p. 
Credit Lyonnais reiterated a 
“buy” recommendation. And 
Vita announced yesterday 
that Norwich Union, the 
company’s biggest share- 
holder, had taken its stake 
above 7 per cent, 

BP bounds higher 

BP put on a sprightly per- 
formance to close 23 up at 
897p as the market 
responded to news that it 
had sold a refinery in Ohio 
for (215m. The sale saves the 
170.000 barrel-per-day refi- 
nery from closure, which 
was planned for the end of 
the year following the fail- 
ure of previous efforts to 
find a suitable buyer. 

United News & Media was 
19 higher at 857p after the 
company said trading in the 
first half of the year was 
“good and remains in line 
with our expectations”. 

Additionally, Robert Flem- 
ing has published a “buy” 
note with a £10.20 price tar- 
get Also, the broker has not 
made any calculation for the 
Independent Television revi- 
sion of licence fees in the 
autumn. United owns Merid- 
ian, Anglian and HTV which 
all made very high bids 
when the licence last came 


up. The groups are expected 
to receive more beneficial 

tffirw this timft round. 

GKN rose 46% to 810p fol- 
lowing the return of analysts 
from a visit to the compa- 
ny's German operations. 

Brokers were setting 
aggressive share price tar- 
gets on the stock, with a 
range stretching from 850p 
to 870p. 

The rise was part of an 
overall good performance by 
engineers, although the 
pound was stronger and 
stayed above DM3.00. Ana- 
lysts have been pointing out 
some stocks that have been 
oversold, in the face of Asian 
concerns. 71 was up 16 at 
47lp while BBA gained 6 to 
458p. 

Severn Trent, which has 
outperformed the broad mar- 
ket by 8 per cent over the 
past month, dropped 31% to 
£10.18 after HSBC Securities 
downgraded Its recommen- 
dation. HSBC only moved 
from “‘buy” to “add" hut 
because it is house broker to 
the company the move was 
semi as coded advice to take 
profits. HSBC was unavail- 
able for comment 

Sedgwick lifted 12% to 
I40%p in reaction to a “buy” 
recommendation from Credit 
Suisse First Boston. It sees 
the shares trading at 18Dp- 
19Qp. 

A “buy” note from Dresd- 
ner Klein wort Benson helped 
FI Group gain 2% to £11135. 
Mark Loveland at the broker 
set a price target of £19.40 
for the end of this year. 

Shares in Ladbroke Group 
fell 11 to 318p. the worst 
Footsie performer, as a delay 
to a government report 
raised uncertainty over the 
company's proposed acquisi- 
tion of the Coral betting 
chain from Bass. The for- 
mer’s shares improved 27 to 
£11.50. 

An announcement three 
minutes before the close 
from Abacus Recruitment 
powered the shares up 67% 
to 292%p. It said it was in 
takeover talks. 
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FI NANG IAL TIMES 

No FT, no comment. 


FI NANCIA L TIMES 

No FT, no comment. 
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Hopes of Japan solution boost bourses 


EMERGING MARKET FOCUS 


mR^OVER^EW 

Cautions optimism seemed 
to signal a tidal chawg ? yes- 
terday as hopes that Japan 
will reveal an emergency 
programme to address the 
problems in the banking sec- 
tor, together with a tax cut 
buoyed international equi- 
ties, unites Entiko Terxuono 
But although hope was in 
the air, the reality of yester- 
day's rebound, especially in 
Asia, seems to be that trad- 
ers squared their short posi- 


tions ahead of today's 
announcement by the Japa- 
nese government European 
markets also took their cue, 
with Frankfurt, Zurich, 
Brussels and Paris hitting 
records. 

With the world's financial 
markets concentrated on the 
state of the Japanese econ- 
omy and the yen, Japan 
finally seems to be moving 
towards tax cuts and a com- 
prehensive solution for the 
Japanese banks, burdened 
with bad loans. 


Although the formation of 
a "bridge bank” - where the 
Industry's problem loans 
will be consolidated - may 
lift sentiment among global 
markets, fiscal easing is 
essential for economic 
demand to recover, says 
Gavyn Davies, economist at 
Goldman Sachs in London. 

This is because a bridge 
bank will probably be partly 
financed by the Bank of 
Japan, which could put more 
pressure on the yen, while 
uncertainty In the Turairiiig 


sector could lead to a 
renewed rise in the Japan 
premium. Consolidation 
among banks Is also likely to 
lead to redundancies and a 
further erosion of consumer 
confidence, he says. 

But even if Japanese 
demand did see a recovery, 
whether it will become the 

engine for growth in Asia 
remains questionable. The 
real effect of Japan’s eco- 
nomic recovery on emerging 

Asian neighbours may be 

limited since Japan is not a 


dominant partner tor many 
emerging Asian countries - 
in many cases less signifi- 
cant than the US, points out 
Matthew Merritt, emerging 
markets strategist at ING 
Barings. 

Where Japan matters is in 
Us lending to Asia, although 
its banks are hardly expec- 
ted to rush to lend to emerg- 
ing Asia even if the region 
stages a recovery, he says. 

In Europe, the direct link- 
ages with Asia are modest. 
The effect an US companies 


and the weak yen’s negative 
impact on America’s trade 
deficit has depressed senti- 
ment “AH kinds of problems 
are coming by the back 
door," says Gary Dugan, 
economist at JP Morgan. 

Nevertheless, he is advis- 
ing an underweight position 
in Germany and Switzer- 
land, which have relatively 
high exposure to Asia, while 
going overweight in France, 
which Is highly skewed 
towards domestic-oriented 
consumer-related stocks. 


Egypt moves to 
revive sell-offs 


Dow rises 
ahead of Fed 
rate decision 


VW lifts Frankfurt to high 


EUROPE 


VWfiMm 


AMERICAS 

US equities pushed higher in 
early trading as traders 
waited for the Federal 
Reserve open market com- 
mittee’s announcement on 
interest rates and kept a 
wary eye on the dollar-yen 
rate in the currency mar- 
kets, writes John Labate in 
Neto York. 

The Dow Jones Industrial 
Average had improved by 
55.05 or 0.6 per cent by early 
afternoon to 9.007.07, while 
the broader Standard & 
Poor’s 500 had put on 7.04 to 
1,14088. 

The US market appeared 
to take its cue from the 
recent rally for the Japanese 
stock market which has 
risen steadily over the past 
six trading days. 

According to brokers, 
there was little concern that 
the Federal Reserve would 
increase interest rates after 
its meeting: 

Enthusiasm was strong 
that the Japanese govern- 
ment would take firm action 
to stabilise the economy and 
banking system with 
planned policy proposals. 

The beneficial impact that 
such a move could have on 
the US economy helped to 
keep stocks moving higher. 

“The real worry at Issue 
right now is profits, but 
there has to be some hope 
that the growth rate of prof- 
its will recover in 1999 and 
the key to that is Asia, and 
especially Japan," said Hugh 
Johnson, chief investment 
officer at First Albany. 

Adding to sentiment that 
the Fed would not raise 
rates was the release of man- 


ufacturing activity figures 
for June by the National 
Association of Purchasing 
Management. The report's 
main Index fell to 49.6 in 
June from a reading of 51.4 
in May. 

The NAPM report put 
fresh life into the debate 
among analysts as to the sig- 
nificance on the broader 
economy of the strike at 
General Motors, and to what 
extent the NAPM figures 
were influenced by upheav- 
als at GM. The motor giant's 
shares rose $ljj to 

Also helping to push the 
Dow higher was aircraft 
manufacturer Boeing, which 
gained $1% to $46£ after the 
company's chief executive 
said he has completed a plan 
to bring its production back 
to normal levels. 

Among financials, Travel- 
ers Group rose Sift to S62&. 
Banking stock Firstar got a 
boost after Standard & 
Poor's affirmed its rating fol- 
lowing the banks planned 
takeover by Star Banc. 

Firstar shares shot up 56% 
or more than 16 per cent to 
$44%. while Star Banc was 
off $2% to $61%. 

Technology stocks were 
mostly higher, sending the 
Nasdaq composite index up 
4.84 to 1,899.58. 

In the semiconductor sec- 
tor Micron Technology 
climbed $1£ to $25% while 
Dallas Semiconductor rose 
$% to $31%. Cisco Systems, 
the networking leader, 
gained $1% to $93$. Shares 
of Microsoft fen back V* to 
$108%. 

• Toronto was closed for 
the Canada Day holiday. 


Reports that Volkswagen 
was in talks with Sweden's 
Volvo on a business 
co-operation deal sent the 
German carmaker and the 
FRANKFURT bourse to 
record highs. 

Volkswagen peaked at 
DM1,822.50 before settling 
DM73.65 better at DM1,814.50 
as confirmation came that 
the chief executives of both 
companies met last week, 
although there was no com- 
ment on the content of their 
discussions. 

In STOCKHOLM Volvo 
was quoted SKrl950 higher 
at SKr257 as analysts specu- 
lated that a link-up could 
benefit the Swedish vehicle 
maker, particularly its truck 
division which would gain 
from economies of scale. 

At the dose of electronic 
trade in Frankfort, the Xetra 
Dax index was 68.68 or 1.2 
per cent higher at 5,910.51, 
boosted by a firm dollar but 
off its highs for the day as 
the Dow surrendered some 
of its early gains. 

Veba came under further 
pressure, losing DM1.25 to 
DM117.70 as Hypobank cut 
its rating. On Monday, the 
chief executive warned that 
it would be very difficult for 
the group to achieve sales 
and profits growth or 10 per 
cent this year or next 

Utilities found favour. 
Viag put on DM63 to 
DM1,303 and RWE rose 
DM4.80 to DM1Q&80 ahead of 
today's preliminary report 
on the 1997-98 business year. 

PARIS climbed to a record 
high with the CAC 40 index 
ending up 57.23 at 4,260.68. 
LVMH, which has a big cus- 
tomer base in Asia, jumped 
FFr60 or 5 per cent to 
FFr255, helped by a better 



day for the yen. 

L'Oreal gamed FFr137 to 
FFr3,500 as brokers turned 
positive after the recent US 
roadshow. 

Among banks, BNP added 
FFr19 at FFr513 and Soctefe 
Gfinerale FFr53 or 4.2 per 
cent at FFr1,310 with Asian 
bad loan concerns said to 
have eased. 

Thomson-CSF gained 
FFr7.70 to FFr23.70 on a local 
press report that the group 
was about to present a plan 
to the government for a mis- 
siles link-up with Aerospa- 
tiale. 

Schneider was the most 
visible weak feature, sliding 
FFr19.10 or 4 per cent to 
FFr463 after a Paris broker 
was said to have warned cli- 
ents of second-quarter sales 
weakness. Schneider 
releases its results later this 
month. 

ZURICH punched convinc- 
ingly through 8,000, rising 
156.2 to 8.0382 to lift the SMI 
index to a third consecutive 
all-time high. 

UBS, whose capitalisation 
accounts for about 14 per 
cent of the blue-chip index, 
rose SFr26 to SFrS90. News 
that it had sold its Lugano- 


Weak rand helps golds 


Mexico City advances 


SOUTH AFRICA 


MEXICO CITY showed a 
clean pair of heels to the rest 
of Latin America in early 
trading, racking up a gain of 
more than 2 per cent by mid- 
session. 

The better tone across 
Asia, steadier international 
oil prices and a growing con- 
viction among local brokers 
that the US was not poised 
to lift interest rates were the 
main props to sentiment. 

Most of the action among 
blue chips was concentrated 
on conglomerates. Alfa 
jumped 40 centavos to 37.70 
pesos and Kimberly Clark de 
Mexico surged 95 centavos to 
32.60 pesos. Telmex added 20 
centavos at 21.80 pesos. 

By midsession, the bench- 


mark IPC index was up 94.64 
at 457726. 

SAO PAULO made a slow 
start and by midsession the 
Bovespa index had gained 
84.00 at 9,763, a rise of 0.8 per 
cent. Sentiment was sup- 
ported by the latest political 
opinion poll and signs of 
broad currency stability in 
the foreign exchanges. But 
brokers said trading had 
been mostly subdued. 

Among market heavy- 
weights. Telebras added 1.75 
per cent at R$128 and Eletro- 
bras gained 2 per cent to 
RS35.50. 

SANTIAGO edged higher 
in dull volumes. The IPSA 
index was up 026 at 84.93 at 
midsession. 


Gold shares in Johannesburg 
surged for the second day 
running as a combination of 
rand weakness and steady 
bullion sparked another 
wave of buying. 

At the close, the gold 
shares index was up 55 per 
cent at 9235 for a two-day 
rally of more than 10 per 
cent. 

Buying was said to be 
heavy. Sentiment was 
boosted by an upbeat trading 
statement from metals and 
mining group Billiton, which 
claimed to be running in 
excess of profit targets as a 
direct result of currency 
weakness. 

The strong performance in 
golds helped keep the all 
share index moving higher 
and it ended the day 
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up 0.75 per cent at 6,822.2. 

Industrials added 0.55 at 
8,070.7 but financials contin- 
ued to falter. 

Hit by high interest rates, 
the sector fell a farther 2 per 
cent to 11,670.3. 


Nikkei surges above 16,000 


PACIFIC 

Shares in TOKYO surged 
above the 16,000 level for the 
first time since April amid 
high expectations for a gov- 
ernment package to rescue 
the beleaguered banking sys- 
tem, writes Alexandra 
Harney m Tokyo. 

It was the sixth consecu- 
tive day of Improvement for 
the benchmark Nikkei 225 
average, which climbed 
532.62 or 3-4 per cent to 
1036259. 

The fiscal restructuring 
plan, due to be released 
today, would create a 
"bridge bank” to help banks 
burdened by bad loans. 

Trading volumes were 
unusually high at 876m 
shares. The Toptx index of 
all first-section stocks gained 
40.37 or 3.3 per cent to 
1,270.75. In Osaka, the OSE 
average gained 462 to close 
at 17J1258. 

Heavy materials stocks - 
especially the steel and 
paper and pulp industries - 
continued to be the most 
heavily traded. 

Analysts said this was 
based on expectations that 
the government’s plan would 
lead to Improved profitabil- 
ity in these sectors first 
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Nippon Steel led the trad- 
ing volume for the second 
day in a row, rising 7.79 per 
cent or Y19. to dose at Y263, 
its highest level this year. 

NKK, the steel company 
that yesterday announced it 
would withdraw from the 
stainless industry, gained 
1654 per cent or Y22, to fin- 
ish at Y155. Iron and steel 
stocks overall were up 756 
per cent 

Paper and pulp stocks 
Improved 551 per cent Nip- 
pon Paper rose Y52 to Y680, 
and QJi Paper finished up 
Y46 at Y650. 

SEOUL rallied strongly on 
the bock of a bounce for the 


Japanese yen and a deter- 
mined display of currency 
rhetoric from the Chinese 
president Jiang Zemin. 

The Kospi index rase 17.68 
or 55 per cent to 31556 after 
touching a session high of 
318.74. 

Brokers said there was 
good support from the deriv- 
atives market with the Kospi 
200 contract going limit-up 
and heavy buying in the 
cash market A number of 
leading electronics shares 
went limit-up. Samsung 
Electronics rose Won5,100 to 
Won47,60a 

WELLINGTON broke back 
above 2,000 on the 40 capital 
index with the benchmark 
rising 44.00 or 22 per cent to 
2,008.58 after tbe central 
bank signals led traders to 
hope that the next move for 
interest rates might be 
downwards. Bond markets 
moved higher and equities 
saw heavy buying. 

NZ Telecom gained 28 
cents to NZ$822 and Carter 
Harvey Holt jumped 10 per 
cent or 17 cents to NZ$155. 

JAKARTA went along 
with the upbeat mood in 
regional markets and the 
composite index climbed 
10.62 or 2.4 per cent to a two- 
month high of 45654. 


Analysts said the Frank- 
furt agreement on Indones- 
ia's private debt, which 
came into effect yesterday, 
also boosted sentiment 
The country's largest noo- 
dle manufacturer, Indofood 
Sukses Makmur. put on 
Rp200 to RpL650 on talk of 
possible stake sales. 

SINGAPORE gained 
ground as the yen 
rebounded, and the Straits 
Times Industrials Index 
closed up 28.44. or 2.7 per 
cent to 1JB5.10. 

■Hie yen firmed to the Y138 
level, pushing up Japanese 
shares. This in turn sup- 
ported shares in the region, 
triggering buying by some 
foreign investors. 

Blue chips were higher 
with Singapore Press Hold- 
ings up 70 cents to S$12 
while City Development 
advanced 43 cents to SS5.15. 

KUALA LUMPUR 
advanced over 3 per cent 
with the general index 
adding 13.96 to 469.60, 
although rumours that 
Anwar Ibrahim may resign 
as finance minictw damp- 
ened sentiment 
Blue chips led the way 
with Tenaga up 20 cents to 
MS550 and Telekom adding 
40 cents to MS7A0. 


based private bank BSI to 
Italian insurer Generali 
raised the possibility of a 
SFrlbn extraordinary gain 
this year. 

The market displayed - 
same relief at news that 
Swiss Life had lost out in the 
contest to take over French 
insurer GAN. The shares 
rose SFrf to SFrl.290. 

SAir Group, which with 
Swiss Life became an SMI 
constituent eased SFiS50 to 
SFI49350. 

Swiss Re. trading ex- 
dividend. put on SFrl26 to 
SFr3,918. And Baloise shot 
up SFr66 to SFrL308 in the 
wake of a buy recommenda- 
tion from Courts Bank which 
saw a target price of 
SM200. 

AMSTERDAM got within 
five points of a record high, 
rising 2L24 to 1,22154 on the 
AEX Index. Philips jumped 
FI 7 to FI 178. Aegon contin- 


ued to improve, adding 
FI 450 at FI 181.50 for a 
two-day advance of 7 per 
cent. Heineken rose FI 250 to 
FI 8250 on news of strong US 
sales growth. 

But Hoogovens was the 
day's most impressive over- 
all performer, rising FI 430 
or 55 per cent to FI 9250. 
Gucci shot higher, rising FI 6 
to FI 110.10 on a press-driven 
story that big shareholder 
Prada was seeking junk 
bond finance in order to 
mount an outright -bid for 
the luxury goods label 

MADRID climbed to 
within a whisker of the 900 
level, adding 15.94 to 89956 
on the general index. 

Investors continued to 
warm to Argentaria's links 
plus strategic agreement 
with Franco-Belgian group 
Dexia. The shares surged 
Ptal80 to Pta3,620 for a 
two-day gain of 8 per cent 

Waste recycling group 
Befesa Medio Ambientale 

mg rip a s parkling debut ris- 
ing to Pta2,595 against a flo- 
tation price of Pta2,l00. 

MILA N climbed 2.9 per 
cent on the real-time Mibtel 
index which closed 662 
higher at 23,479. 

Fiat stepped into the spot- 
light rising L326 to 15,130 In 
response to the reports of 
talks between VW and Volvo 
on a business accord. 

Written and edited by 
Michael Morgan. Jeffrey 
Brown, Rmiim Terazono and 
Peter Hail 


Measures aimed at prodding 
Egypt's lifeless stock market 
Into action were yesterday 
welcomed by brokers and 
investment bankers, who 
appear to have a won a long 
battle against the overpric- 
ing OT privatisation stocks. 

More than six months 
after the first accusations 
that the government had 
faile d to respond to market 
conditions when pricing pub- 
lic offerings, Atef Obeid, 
minister for public enter- 
prise, has said new issues 
will be valued on the basis of 
a price/earnings ratio closer 
to eight, with all issues 
underwritten. 

"It’s a positive statement 
But they will have problems 
if they stick to eight," said 
Christopher Vaughan, man- 
aging director of HSBC 
investment banking in 
Cairo. “Some of the earlier 
issues are already tra ding at 
six." 

Failure to price IPOs real- 
istically lies behind a series 
of problematic share issues, 
most dramatically the under- 
subscribed Egyptian Alumin- 
ium Issue. 

Tbe failure of privatisation 
icpppa has brought sluggish 
market performance in 
recent months. The Hermes 
General index stands at 
146.63, compared with 14655 
six months ago. 

The government's strategy 
of selling minority stakes to 
raise cash without rescind- 
ing managerial control is 
likely to hackfire when sub- 
sequent privatisation stakes 
are sold.' Rarely has it been 
able to repeat its pricing pol- 
icy, as the IPOs have often 
bran overpriced, forcing it to 
reduce p/e estimates for fur- 
ther trendies in public sec- 
tor companies. 

Brokerage houses have 
turned their attention to 
more dynamic thoug h lim- 
ited private sector share 
issues. The secondary mar- 
ket has thereby seen the 
emergence of two parallel 
tracks in recent months, 
with private sector shares 
being actively traded while 
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IPOs in public sector compa- 
nies have languished, drag- 
ging down the market 

Hie attraction of private 
sector stocks in family- 
owned firms has led to 
domestic investors becoming 
increasingly discerning, far- 
ther diwiniahing interest in 
public sector IPOs. 

While price has been a 
cause of friction in the priva- 
tisation process, investors 
are increasingly looking at 
performance. Pressure is 
now likely to increase for .. 
the government to go *■ 
beyond altering its pricing 
policy if it is to revitalise the 
stock market 

"There's a need for bock- 
building to build up the 
attraction of the companies. 
Then you bring the pricing 
closer to what the market 
will accept,” said Sherif Raa- 
fet, chairman of the Egyp- 
tian stock exchange. 

Mr Raafat anticipates 
greater use of syndication in 
the bundling of iwaiM par- 
ticularly later this year 
when up to 20 per cent of 
EgyptTelecom is privatised. 

But the strict application of 
rules on underwriting, 
including guarantees that « 
sellers sell all shares at the 
agreed price, is expected to 
lead to the exclusion of 
smaller investment banks 
from the larger deals unless 
syndicates are established. 

Mark Haband 


VALUE THE INFORMATION 
YOU'VE GOT? 


SECURE IT. EXPLOIT IT. 


If you value your information systems there 
are two vital things you should do. Secure it 
from unwanted visitors. And tap into the 
knowledge hidden within your systems. 

Because there is information and there is 
knowledge. 

These two timely briefings show you how to 
do both. Managing information Security 
provides you with effective guidance on alt 
aspects of managing your IT security. Decision 
Support Using Data Mining shows you how to 
exploit the knowledge locked within your 
systems through data mining. 

Succinct and accessible, both briefings are 
written with the busy executive in mind. 

Managing Information Security includes: 

• Why information security is vital 

• Assessing risks, threats and vulnerability 

• Guidelines on BS7799 Information security 
management 

• Preparing for BS7799 accreditation scheme 

• Planning corporate information security 

Decision Support Using Data Mining outlines: 

• What is Data Mining and why is it important? i 
■ Tapping into information and turning it into 

knowledge 

• The Data Mining process and strategy 


;'# #> T H*f ■ 

■v. : 



• Goals and 
methodologies 

• Case studies and 
market overview 
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► FAX ymur order to: 01704 506685 

► CALL our order hotline on: 01704 508080 

► E-MAIL: pi tman.sbu ©disiribvlion,pearson-pro. com 


► COMPLETE AND POST 
THIS FORM TO: 

Financial Times Management FREEPOST, LON 8663, 
Southport, Merseyside PR9 9BR. 




•Monty back within 28 days if not 100% satisfied. 
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0 Please tend me 'Managing inferniudon Security" & "Dectoicm Support UskigOata 
Wrung" for juft £99 (my money hade wMUn M days if not 100% hippy], dong with 
priority deeds of other tides m tin Financial Time Management Briefings series. 


Mr/MnfMiH/Mx. 

fawtiqn: 


.Initials:. 


.Surname:. 


Ctimpaoy:. 

Address: __ 


.Postcode. 
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HOW OO YOU WANT TO PAY! 

Cheque Cor £99 (payable to Financial Time* Management] mdotfing PIP 
Pleau Invoice ine/iny organbadon Mattercard/VHa/Amex iplease dctathl 
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